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Financial Educstion Series for Adults 


— vidual seues — 


July 16: An Introduction to Investing in Stocks 

July 23: Investing in Stocks: Analysis 

July 30: Investing in Bonds 

August6: —= The lmportance of Interest Rates and Markets 
August 13: Equity Options—Core Concepts and Terms 
August 20: Origins of the Capital Markets 
August 27: Economic and Investment Outlook 
September 3: Understanding Mutual Funds & ETFs 


Join the Museum of American Finance, in partnership with the New York Public Library’s 
Thomas Yoseloff Business Center, for a free eight-part virtual series on investing. Designed 
to lead you through basic investment concepts, the series aims to provide participants with a 
greater understanding of what professional investors look for when reviewing stocks, bonds, 
mutual funds and options. 


The speakers include investment specialists from the Financial Industry Regulatory 
Authority (FINRA) and the Securities and Exchange Commission (SEC), distinguished 
professors and Wall Street investment professionals. The series begins on July 16 at noon 
and continues each Tuesday at noon through September 3. Each program will build on the 
knowledge you have gained in the previous session! Participants are welcome to register for 
individual programs. 


The programs are FREE, but advance MUSEUM 


registration for each event is required. OF AMERICAN 


Registered guests will receive the event details FINANCE 


prior to the program. 
New York 


Register today for any or all of the programs at: cay 
www.moaf.org/InvestingAtoZ 
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Museum Mourns the Loss of Advisory Council 
Co-Chair William Donaldson 


THE NATION LOST A LEGEND, and the 
Museum lost a good friend, with the pass- 
ing of William (Bill) Donaldson on June 
12, at the age of 93. Bill was the co-chair 
of our Advisory Council, and I first met 
him 15 years ago, when I was hired as the 
Museum’s president/CEO. He had gravi- 
tas, wisdom and respect—earned from 


decades of leadership in various roles. I, 
of course, knew of him, but we had never 
met until I joined the Museum in 2009. 
Bill put me at ease right away. At our 
first meeting, when I was reporting devel- 
opments, he said, “Don’t just tell me the 
good things. Tell me your challenges.” 
Given that we had our share of challenges, 


Left to right: John Whitehead, David Cowen 
and Bill Donaldson at the 2010 MoAF Gala. 


David J. Cowen | President and CEO 


I appreciated his willingness to be upfront 
about that and work with me on solving 
them. At one of the early meetings of the 
Advisory Council, when very few people 
showed up, I turned to him and said, 
“This is a really bad turnout.” He replied, 
“No, this is really good because we can get 
something done!” 

Bill and I immediately 
bonded, and our friendship 
lasted until his passing, as I 
had the pleasure of visiting 
him and his wife, Jane, on 
multiple occasions at their 
residence, where we remi- 
nisced about his career and life. He was 
one of the very few individuals I have met 
who made a difference in each of the five 
worlds: for-profit, non-profit, academia, 
government and military. Some people 
may have spent time in two or three of 
those worlds, but Bill made a significant 
impact in all those realms. 
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For military, he was in the Marine 
Corps. For government, he was chair of the 
Securities & Exchange Commission (SEC) 
and earlier served in the State Depart- 
ment. For academia, he was the founder 
of the Yale School of Management. For 
non-profit service, he was the chair of the 
Carnegie Endowment for Peace and held 
many other board and leadership posi- 
tions, including at our Museum. And, of 
course, in the for-profit world he was chair 
of the New York Stock Exchange (NYSE) 
and, most notably, a founding partner of 
Donaldson, Lufkin, Jenrette (DLJ). 

Our Museum honored Bill twice at our 
annual Galas. In 2010, he received our 
Whitehead Award for Distinguished Public 
Service and Financial Leadership (named 
for his Advisory Council co-chair, John 
Whitehead). And in 2020, Bill received 
our inaugural Special Recognition honor. 
There could be no one more deserving. He 
will be missed, especially by me. 


Left to right: Richard Sylla, Bill Donaldson, 
David Cowen and Jane Donaldson at the 2020 MoAF Gala. 


| MUSEUM NEWS | THE TICKER | TICKER 


“Tribute to the Life and Career of 
Charlie Munger” Honors the Legacy 
of the “Architect” of Berkshire Hathaway 


By Kristin Aguilera, Deputy Director 


ON JUNE 4, the Museum honored the life 
of Charlie Munger with an in-person pro- 
gram, in partnership with the Fordham 
University Gabelli Center for Global Secu- 
rity Analysis and the CFA Society New 
York. The moderated panel discussion 
focused on the brilliant career and last- 
ing legacy of the well-known and equally 
well-loved vice chairman of Berkshire 
Hathaway and long-time business partner 
of Warren Buffett, who passed away in 
November at age 99. 

The panel featured four of the people 
who knew Munger best and represented 


various aspects of his life and career. 
MoAF Trustee Lawrence Cunningham, 
editor of The Essays of Warren Buffett 
and author of Berkshire Beyond Buffett, 
moderated the panel, which included Tom 
Gayner, CEO of Markel Group; Ronald 
Olson, partner at Munger, Tolles & Olson; 
and Don Graham, chairman emeritus of 
Graham Holdings Company. 
Approximately 200 people—including 
many Berkshire Hathaway investors— 
attended the program, which was held at 
Fordham’s Lincoln Center campus. The 
lively discussion explored many of Mung- 
er’s famous sayings on life and investing, 
as well as examples of how he applied 


them throughout his lifetime. In his intro- 
ductory remarks, MoAF President David 
Cowen opened with a Mungerism: “The 
best thing a human being can do is to 
help another human being know more.” 
This is not only representative of how 
Munger lived his life, Cowen said, but it is 
also emblematic of the Museum’s mission 
to provide financial education through 
its events, educational programs, publica- 
tions and exhibitions. 

This program was generously spon- 
sored by Balius Partners. Those who were 
not able to attend the in-person event can 
watch the video on the Museum’s website 
at www.moaf.org/videos. % 
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Clockwise from top left: MoAF President David Cowen introduces the program; “Tribute to the Life and Career of Charlie Munger” organizers and participants 
(L to R): David Cowen, Tom Gayner, Lawrence Cunningham, Ronald Olson, Lerzan Aksoy, Don Graham, James Kelly and Sris Chatterjee; the panelists share 
a laugh as they reminisce about the life of Charlie Munger; approximately 200 people attended the program, held at the Fordham Lincoln Center campus. 
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MoAF Hosts In-Person Panel Discussion on 
“Al and Finance: Can We Learn to Love the Bot?” 


By Mindy Ross, Director 
of External Relations 


ON JuNE 11, the Museum of American 
Finance presented “AI and Finance: Can 
We Learn to Love the Bot?” at the NYC 
headquarters of Betterment, the co-spon- 
sor of the program. The evening featured a 
provocative panel discussion on the com- 
plex and fast-changing topic of the impact 
of AI on the delivery of financial services. 

Well over 100 individuals from a broad 
spectrum of backgrounds attended the 
program. MoAF President and CEO 
David Cowen and Betterment CEO Sarah 
Kirshbaum Levy welcomed the audience 
and introduced the program. The panel 
discussion followed, moderated by the 


vetterment 


¢€ 


very dynamic Josh Brown, CNBC com- 
mentator and CEO of Ritholtz Wealth 
Management. Panelists included Hema 
Balasubramanian VP, Strategy and Inno- 
vation, Fidelity Center for Applied Tech- 
nology (FCAT); John Mileham, Chief 
Technology Officer, Betterment; and Jer- 
emy Olshan, Personal Finance Bureau 
Chief, The Wall Street Journal. 

Josh Brown opened the discussion with 
the results of the pre-event audience poll 
on AI. Highlights of the poll indicated 
most respondents were very curious about 
AI, but reported they used AI-driven ser- 
vices very infrequently. They overwhelm- 
ingly believed AI will be significant in 
their own job within the next 10 years, but 
less than one-third believed it will replace 


eS £ 


them at work. Finally, while respondents 
favored human financial advisors, they 
were very accepting of pairing AI and 
investing apps with those advisors. 

The panelists expanded on the cur- 
rent, impending and future applications 
of generative AI in both finance and our 
everyday lives. They highlighted specific 
examples of AI tools becoming increas- 
ingly valuable sources of efficiency for 
financial advisors and, ultimately, provid- 
ing the same to investors. A conclusion 
was that Al is not a product, but a comple- 
ment and major enhancement to various 
industries, including financial services. 

The video of this program will be avail- 
able on the Museum’s website at www 
-moaf.org/videos. $ 


Basta 


FINANCE 


@Betterment 


“Al and Finance” participants. Back row (L to R): Sarah Kirshbaum Levy and David Cowen. 
Front row (L to R): Josh Brown, Jeremy Olshan, Hema Balasubramanian and John Mileham. 
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Five High School Students Awarded 
Spring 2024 MFA Merit Scholarships 


THE MuseEvo is proud to announce that 
five outstanding students have received 
Museum Finance Academy (MFA) merit 
scholarships for the Spring 2024 semes- 
ter. The MFA is a free five-session per- 
sonal finance certificate course for 11th 
and 12th graders with the goal of teach- 
ing students to aspire to financial inde- 
pendence through developing an appre- 
ciation for savings, establishing financial 
goals and learning to avoid scams. The 
Museum offered this national program in 
two time zones to reach students across 
the country. 


Melvin Joseph, an 18-year-old senior 
at Milton Academy in Massachusetts, 
received the top scholarship award of 
$1,000. In the fall, he will continue his stud- 
ies at the University of Notre Dame. Melvin 
is particularly interested in social finance, 
which aims to allocate private investment 
toward social and environmental needs. 

The other four top achievers received 
scholarships of $500 each. They include 
Lourdes Kretsula, a 17-year-old junior at 
Stuyvesant High School in New York, 
who is interested in entrepreneurship and 
plans to study business in college; Pagny 


Doll, a 16-year-old junior at Stuyvesant 
High School, who aspires to be an astro- 
physicist; Rebecca Barsegyan, a 17-year- 
old senior at Stuyvesant High School, who 
is interested in a career in medicine; and 
Elijah Alvarez, an 18-year-old senior at 
Everett High School in Washington State 
who is currently pursuing his Fire Science 
AAST and plans to become a fireman and 
paramedic in his local community. 

The Museum is extremely proud of all 
the students who successfully completed 
the Spring 2024 MFA and earned their 
certificates in personal finance. $ 


Left to right, from top: The Museum is proud to 
announce that Melvin Joseph, Lourdes Kretsula, 
Pagny Doll, Rebecca Barsegyan and Elijah Alvarez 
have earned merit scholarships as top achievers 
in the Spring 2024 semester of the Museum 
Finance Academy. 
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The House that Pork Bellies Built 


By Brian Grinder and Dan Cooper 


MISTAKING THE CHICAGO MERCANTILE 
Exchange (CME) for a breakfast spot— 
with its menu of bacon and eggs—was an 
understandable error in the early 1960s. 
This ugly stepsister of the Chicago Board 
of Trade was not well known outside of 
Chicago, and it was in danger of closing 
after onion futures were banned by an 
act of Congress in 1958 (See Educators’ 
Perspective: Hold the Onions, Please! The 
Short History of Onion Futures, Summer 
2021, pp. 7-9). This left the CME in the 
unenviable position of relying on fragile 
egg futures contracts as its only source of 
income. 

The desperate search was on for new 
contracts to replace lost revenue from 
onion futures. One possibility, Florida 
frozen orange juice concentrate contracts, 
never made it past the suggestion stage. 
Others, such as frozen shrimp and frozen 
broilers contracts, were actually developed 
and traded, but since neither contract 
caught on, both were discontinued. 

The CME was eventually rescued by 
one of the most unlikely futures contracts: 
frozen pork bellies. Bob Tamarkin, in his 
history of the CME entitled The Merc, 
writes that, “pork bellies were about as 
well known to the average trader as was 
the theory of particle physics.” 

Culinary historian Kara Newman 
defines pork belly as “the meat carved 
from the underside of the abdomen and 
chest of the pig, which consists of alternat- 
ing layers of fat and lean muscle.” Bacon 
is basically pork belly that has been cured 
and cut into strips. 

Newman also reminds us that, “Long 
before Wall Street became a commercial 
center, it owed its name to hogs. Free- 
roaming hogs were famous for rampaging 
through the valuable grain fields of colo- 
nial New York City. The Manhattan Island 
residents chose to block the troublesome 
hogs with a long wall on the northern edge 
of what is now Lower Manhattan (though 
according to other accounts, that wall 
was built to keep out Native American 


inhabitants). A street came to 
border this wall: Wall Street, 
now known as the finan- 
cial center of the United 
States.” 

Trading began in pork bel- 
lies in 1961 in a trading pit 
described in The Merc as 
“the size of a pig sty.” 
Initially, it looked like 
pork bellies would go 
the way of shrimp and 
broiler contracts when the 
initial contracts failed to attract 
hedgers. Many objected to the name of 
the contract. “Pork bellies” didn’t exactly 
inspire visions of untold wealth in traders. 
Although many alternative names were 
suggested—uncured bacon, bacon-in-the- 
rough, pork tummies and unprocessed 
bacon—the unsavory name stuck because 
the term was used by the pork industry, as 
well as by various government agencies. 

Trading finally took off after the con- 
tracts were revised, making them more 
attractive to hedgers whose increased use 
of pork belly futures attracted the atten- 
tion of speculators. The turnaround in the 
pork bellies market is best seen by follow- 
ing the fortunes of a novice trader named 
Barry Lind. In his first year, Lind traded 
eggs and earned about $3,400. When he 
switched pork bellies, his income began 
to grow exponentially. According to Tam- 
arkin, “By the end of 1963, he was up 
to $1,000 a month, and in 1964, $1,000 
a week, as bellies rose from 40 cents a 
pound to 55 cents. By 1965, through cus- 
tomer business, he was pulling down 
$10,000 a month.” 

Pork bellies were so successful partially 
because of seasonal demand. Newman 
notes that in the 1960s demand for pork 
bellies increased during the summer as 
tomatoes ripened in individual gardens 
across the country. All those ripe toma- 
toes were begging to be made into bacon, 
lettuce and tomato sandwiches, and the 
demand for bacon increased accordingly. 

Additionally, the CME mounted a major 
advertising campaign to promote the 
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little-understood pork belly. The advertis- 
ing budget increased significantly, and the 
one-man ad agency of Martin A. Cohen 
was hired to promote both the CME and 
pork bellies. Leo Melamed, a successful 
pork bellies trader who became chairman 
of the CME in 1969, described Cohen as 
a “highly creative mind” who “fashioned 
some of the most provocative and award- 
winning ads the business world had ever 
seen.” 

The first ad Cohen created was sim- 
ply a photograph of a huge pig under 
the title, “Capitalist Pig.” According to 
Melamed, the ad, which ran in the Wall 
Street Journal, was “Simple, but so clever, 
effective and sassy.” However, some CME 
members were baffled by Cohen’s off- 
the-wall approach. According to Cohen, 
exchange president E.B. Harris “was one 
of my early detractors. He thought the ads 
initially were insane, but he became an 
early convert.” 

Cohen would continue to work with 
the CME for 17 years promoting and edu- 
cating the public on the need for futures 
markets. Many of his ads focused on pork 
bellies, CME’s star contract. One ad used a 
portrait of Sir Francis Bacon with the title, 
“Sir Francis Pork Belly.” Cohen also wrote 
eye-catching slogans for CME ads, such 
as “Were you born under the sign of the 


Courtesy of tradingpithistory.com 


It isn’t an oat. It isn’t a corn. 
It doesn't look like a soybean. 
Surprise! It’s a frozen pork 
belly. Why have pork bellies 
surged into the lead after 
only seven years of trading 
exclusively on the Chicago 
Mercantile Exchange? Well 


The world’s 
most actively traded 


for one thing, the pork belly 
is where the world’s entire 
supply of bacon comes from. 
But primarily it’s because 
people like yourself have dis- 
covered that pork belly trad- 
ing is genuinely exciting — 
and can be very rewarding. 
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Naturally, there is a risk in- 
volved. There almost always 
is. For an informative book- 
let on commodity trading, 
send for ‘Trading in Tomor- 
rows,’ at the address below. 
CHICAGO MERCANTILE EXCHANGE 


110 North Franklin Street + Chicago, Illinois 60606 


what is it? 


Chicago Mercantile Exchange advertisement describing pork belly futures. 
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The first day of pork belly trading on the Chicago Mercantile Exchange, 1961. 


pork belly?” and “One man’s Polaroid is 
another man’s pork belly.” 

The success of pork bellies assured the 
continuing existence of the CME. In 1964, 
the CME realized a profit for the first time 
in three years. Pork bellies contracts were 
so successful that the CME began to be 
referred to as, “The house that pork bel- 
lies built.” 

While Melamed was pleased with the 
success of pork bellies, he realized that the 
exchange’s future success lay elsewhere. 
The pork belly contract was a stop-gap 


measure, a transitional phase to something 
bigger, but what was that something? Live 
cattle futures contracts began trading in 
late 1964—building on the success of pork 
bellies—and live hog contracts started 
trading in early 1966, but Melamed did 
not view these contracts as the path to 
the future. Neither were metal contracts, 
which first began trading in 1971 with the 
introduction of silver contracts. Although 
these innovations helped to diversify the 
futures contracts offered by the CME, 
Melamed knew there was something more 
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revolutionary on the horizon. 

The answer became clear in 1971 with the 
termination of the Bretton Woods Agree- 
ment, which established fixed currency 
exchange rates. The demise of Bretton 
Woods meant that exchange rates would 
be allowed to fluctuate, opening the door 
for currency futures contracts. Melamed 
was not only ready to storm through that 
door, but to expand quickly into inter- 
est rate futures and equity index futures. 
His vision would transform CME’s lowly 
pork belly traders into traders of financial 


Courtesy of tradingpithistory.com 
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futures. But without pork bellies, the CME 
may not have survived into the 1970s to 
pioneer financial futures. As CME official 
Jack Sandner put it, “Financial futures 
were spawned out of the belly of the hog.” 

As financial futures gained the ascen- 
dancy, pork bellies trading began to 
decline. Trading in pork bellies ended in 
2011 for two reasons. First, new technol- 
ogy allowed for the use of fresh instead of 
frozen pork bellies year-round. Second, 
demand for bacon ceased to be seasonal, 
as bacon’s popularity increased with the 
advent of high-protein, high-fat diets at 
the turn of the century. This was a radi- 
cal departure from the low-fat, high-carb 
diets of the 1980s, and bacon transformed 
from a breakfast food to something served 
at every meal. 

Bacon burgers, bacon-wrapped steaks 
and bacon ice cream encouraged con- 
sumers to eat bacon throughout the day. 
High-end restaurants began serving pork 


belly in a variety of dishes. Fatty pork was 
popular again and in constant demand. 
This was not good for pork bellies futures, 
and trading declined dramatically. 

Melamed was wise to move into 
financial futures at the CME. His care- 
ful planning and first-mover advantage 
transformed the CME into a financial 
powerhouse that eventually swallowed 
up the Chicago Board of Trade. This 
merger led the exchange to rename itself 
CME Group in 2007. The odd little Chi- 
cago Butter and Egg Board of 1898 had 
reached unimaginable heights and was 
now a major player in global financial 
markets. $ 


Brian Grinder is a professor at Eastern 
Washington University and a member 
of Financial History’s editorial board. 
Dr. Dan Cooper is the president of Active 
Learning Technologies. 
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MONEY AND PROMISES 
American Dreams 


By Paolo Zannoni 


On OCTOBER 2, 1704, a young woman 
named Sarah Kemble Knight, a teacher, 
recently widowed, left Boston, Massachu- 
setts on a five-month round-trip to New 
Haven in neighboring Connecticut, in 
order to visit relatives. Traveling on horse- 
back, she kept a diary of her trip. The Jour- 
nal of Mme Knight, first published in 1825, 
has become one of the most celebrated 
chronicles of early Colonial America. 


Sarah Kemble Knight's journey on horseback 
(1704-1705), crossing Massachusetts, Rhode 
Island and Connecticut. Twice. 


It is also important evidence in the his- 
tory of the emerging nation’s great finan- 
cial revolution: the creation of an entirely 
new kind of monetary system, without the 
use of coins; a banking system established 
with the express purpose of supporting 
the state; and the eventual establishment 
of a truly national bank with a national 
currency, engineered from bank debts and 
promises. 


Intricate Ways of Trade 


After the death of her husband, Knight 
took control of her financial affairs: having 
begun her career as a schoolteacher, she 
eventually became a property investor and 
successful businesswoman. 
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Her trip’s purpose was to settle the 
inheritance of a wealthy cousin; it also 
proved to be a useful education in finan- 
cial literacy. She recorded vivid descrip- 
tions in her journal of the characters she 
encountered during her journey and made 
detailed notes on the nature and use of 
money in Colonial New England. 

A few days of hard riding after her 
departure, Knight crossed into Connecti- 
cut, near New London, where she spent 
some time lodging at the house of a 
local merchant. Curious about how oth- 
ers conducted their business, she closely 
observed her host. When locals and travel- 
ers came into the merchant’s store looking 
for wares, he would ask them how they 
wanted to pay. “What do you want to 
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Continental currency payable in Spanish milled dollars, 1775. 


pay in?” he would ask. To Knight’s sur- 
prise, the prices varied according to their 
answer. 

In one instance, Knight describes in 
detail the haggling over the price of a 
penknife. When a customer offered “pay 
as money,” the price of the penknife was 
12 pence. But with “pay,” the penknife 
could be had for eight pence. And if the 
customer had coins, they could have the 
knife for a sixpence. “It seems a very intri- 
cate way of trade,” Knight commented in 
her journal. She wanted to understand the 
intricacies. It turned out that there were 
basically four different types of money in 
use between Boston and New Haven: pay, 
coins, pay as money and trusting. 


Pay is grain, pork, beef, etc. at the 
prices set by the General Court that 
year. Money is pieces of eight, ryalls 
or Boston or Bay shillings (as they 
call them) or good hard money as 
sometimes silver coin is termed by 
them; also Wampum Indian beads 
which serves for change. Pay as 
money is provisions, as aforesaid one 
third cheaper than as the Assembly 
or General Court sets it; and trust as 
they and the merchant agree for time. 


Without quite knowing it, Knight was 
witnessing a new system of money—as 
debt—emerging in Colonial America. 

Coins had always been in short supply 
back in Knight’s home town of Boston, 
but the General Court, as the Massa- 
chusetts legislature was called, did not 
want the colony to become a barter 
economy; the assemblymen believed bar- 
tering made trading inefficient, which 
slowed down economic growth. So, the 
court had chosen to stick with English 


money—pounds, shillings and pence—as 
the currency of the colony. At the same 
time, it had legislated a system that made 
it easy to settle debts with goods instead 
of coins, up to a limit, by stipulating 
exactly what each good was worth in Eng- 
lish money. For instance, a bushel of corn 
was worth four shillings, but corn could 
legally settle debts only up to a value 
of 40 shillings. Musket balls were less 
valuable, a farthing each—they settled 
debts up to 12 pence. Native American 
wampum—beads made of seashells—was 
small change. Thus, produce was allowed 
to settle debts by force of law, but only 
up to a threshold; above the threshold, 
acceptance was voluntary. 

Using English money, along with pay 
and pay as money, was certainly better 
than bartering, but the early colonists in 
Massachusetts, as well as in Connecticut, 
tended to prefer paying with debts, or 
what Knight had described as “trust,” and 
in time, it was this practice of using debt as 
a means of payment that would extend far 
beyond merchants and businesses to most 
of the early colonial governments. 

As the Massachusetts General Court 
tried to develop a monetary system that 
could work smoothly without coins by 
valuing goods according to a common 
standard—using debt as a means of pay- 
ment—other colonial legislatures were 
doing exactly the same. 

It was the sheer scarcity of coins that 
pushed the North American colonies into 
collectively establishing a coherent mon- 
etary system without the use of coins to 
represent money, something not done on 
such a large scale before. And it was this 
unique experience that eventually gave 
birth to the American dollar; a currency 
made of debts. 


Debt as Money 


Thomas Hancock was a man who knew 
all about using debt in business dealings. 
After starting his business in 1724, he 
became one of the most successful colo- 
nial merchants. In part, this success was 
due to his ability to employ debts in trans- 
acting business and his ledgers reveal how 
he carried on trading despite the scarcity 
of coins. 

As a prosperous merchant, Hancock 
liked to dress the part. He commissioned 
a local master tailor to make his trousers, 
jackets and waistcoats. When Hancock 
bought clothes from the tailor, he debited 
himself, on the ledger, the price of the 
clothes. When the tailor bought supplies 
at Hancock’s store, Hancock debited him 
the price. 

Then he cleared the reciprocal indebt- 
edness on the ledger. Paying for purchases 
by clearing debts became widespread in 
the colonies and by 1774, country folk, city 
dwellers, merchants and colonial lead- 
ers were all accustomed to paying with 
debts instead of coins. The practice was 
soon adopted by local governments to 
pay for public goods, including defense 
against skirmishes with French colonials 
and Native Americans. 

Defense spending was particularly 
important to the colonies. In the 1600s, 
the colonists’s clashes with French colo- 
nials and Native Americans were frequent, 
leading to Massachusetts assembling an 
expeditionary force against Quebec in 
1689. The government of Massachusetts, 
however, did not have enough coins to 
pay for the expenses of the war, so they 
intended to compensate their troops 
with the booty from Quebec. Alas, Mas- 
sachusetts’s expedition was defeated, so 
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no booty was to be had, and the colony 
lacked the resources to pay the defeated 
soldiers. To appease the troops, who were 
of course citizens of Massachusetts, the 
legislature paid them with bills of credit 
that they could later use to pay taxes. The 
citizen soldiers then gave the bills back to 
the local tax receiver when their tax was 
due, and the town treasurer cleared the 
mutual indebtedness on its ledger. 

It’s easy to imagine how the soldiers felt 
about this arrangement. Still, it worked 
reasonably well. It was what Knight would 
have called pay as trust, debt as money— 
or as close as you can get to it without 
banks. 


Square Paper Bills 


This was only the beginning. The Con- 
tinental Congress, which governed the 
independent colonies—later, states—from 
1775 to 1789, soon enlarged the practice of 
paying with debt by issuing bills of credit 
to public officials. Those officials could 
then pay for supplies, guns, uniforms and 
rations with the bills, which were sim- 
ply square pieces of printed paper. Each 
bill was a promise by Congress to pay a 
Spanish milled dollar, a heavy silver coin 
minted in Mexico and Peru and com- 
monly used throughout North and South 
America, Europe and Asia. Congress’s 


Four-shilling Massachusetts note issued in 1778. 


square paper bills were basically primitive 
public debt securities intended to work as 
money. 

And for a while they worked well. The 
problem, as we’ve seen with so many 
kinds of public debt security, was that 
their success led to an inevitable erosion 
in their purchasing power. 

The Continental Congress planned to 
clear people’s debts against tax revenues. 
But the politics around the Articles of 
Confederation, agreed to in 1776, did not 
encourage tax compliance. The payment of 
taxes was seldom enforced and most of the 
square dollars were not returned to the tax 
receivers, remaining in circulation instead. 
With Congress and the former colonies 
requiring resources to fight the English, 
they then had to print yet more bills. And 
still they did not enforce the payment of 
taxes. Each newly issued bill increased the 
number of square dollars in circulation. 
But each additional bill in circulation also 
reduced its purchasing power. In an effort 
to break the inflationary cycle, the Conti- 
nental Congress issued levies to be paid in 
silver and gold coins, and published depre- 
ciation tables that set the value of square 
dollars in each new issue compared with 
the previous ones. These arrangements, 
perhaps not surprisingly, were ineffective, 
and the purchasing power of the bills of 
credit continued to erode. 
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Delegates to the Continental Congress, 
representatives from the 13 colonies that 
ultimately became the United States of 
America, were aware that the continual 
issue of bills was a problem, but felt they 
had no choice. What else could they do? 
What would really help, they recognized, 
was access to a banking system, a business 
that many of the delegates, as pioneering 
merchants and businessmen, well under- 
stood. Congress could then exchange pub- 
lic debts for bank debts, and since bank 
debts have the purchasing power of coins, 
this would allow them to buy more sup- 
plies to fight the so-called Redcoats, the 
British, enemies of the revolution, without 
fear of an erosion in value. 

There was only one problem: there were 
no banks in the colonies. Enter: John 
Hancock. 


The House of Hancock 


Before the war, colonial merchants like 
well-dressed Thomas Hancock and his 
brother John had made extensive use of 
bank money despite the lack of domestic 
institutions. The House of Hancock, as 
their business was known, was one of 
the most vital in the colonies—they sold 
everything from pickled pork to household 
wares and from gunpowder to whale oil. 
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Upon John’s death, his son—also named 
John Hancock, and the famous signer of 
the Declaration of Independence—went 
to live with Thomas. The younger John 
went on to learn the rudiments of business 
from his uncle, becoming instrumental in 
the company’s overseas affairs, until even- 
tually becoming one of the wealthiest men 
in the colonies when his uncle died and 
he inherited the business. His experience 
with the House of Hancock served him 
and the emerging nation well. 

The House of Hancock had prospered 
by swapping promises to pay with English 
banks. The firm exported commodities, 
including whale oil and potash (a form 
of salt) to England. A man named Fran- 
cis Wilks, the Hancocks’s agent in Lon- 
don, sold their goods and kept the sales 
proceeds. When the company purchased 
manufactured goods, they paid with bills 
of exchange. Those bills instructed Wilks 
to pay for the goods in London. 

The Hancocks often issued bills of 
exchange to Wilks for more money than 
they had left with him, and to keep the 
Hancocks as clients, Wilks asked his bank 
to pay the bills. The bank then swapped 
Hancocks’s debts with its own. The debts 
of the English bank circulated as money 
in most countries, and with those debts 
the House of Hancock became the biggest 
merchant in Boston. 


In 1775, John Hancock was chosen as 
president of the Continental Congress. He 
and his fellow congressmen realized that 
they could take what they had learned as 
merchants dealing with English banks 
and use this knowledge against the Brit- 
ish. There may not have been banks in the 
newly founded colonies, but there were 
plenty in those European nations hostile 
to England: France, Spain and Holland. 

The Congress believed, rightly, that 
these nations would be willing to support 
them in their war effort against their com- 
mon foe. Congress therefore did exactly 
as John Hancock and other colonial mer- 
chants had done, dispatching envoys to 
various European cities, issuing their del- 
egates with international bills of exchange. 
It instructed the delegates to exchange the 
bills for bank debts, creating substantial 
amounts of bank money that could be 
used to buy more cannons and muskets 
back home. It was up to the envoys to 
persuade the local foreign banks to accept 
the exchange. 

Congress believed that their best chance 
to make their strategy work would be in 
France, so in March 1776 they sent a man 
named Silas Deane—now known as one 
of the original Founding Fathers, and a 
shrewd merchant from Connecticut—to 
Paris. Deane’s role in helping to bankroll 
his new nation was certainly significant, 


but shortly after his arrival in Paris, a 
certain Benjamin Franklin joined him as 
another representative of Congress. And 
Franklin’s role, as so often in his extraor- 
dinary life, was game-changing. 


French Money 


Franklin took residence in Passy, on the 
outskirts of Paris. He rented a home near 
a certain Alphonse Ferdinand Grand. 
Grand was Swiss, and like the French 
finance minister, Jacques Necker (the two 
were friends), he was a banker. He was 
the managing partner of Grand & Cie, a 
merchant bank based in Paris and Ant- 
werp. A number of states and countries 
banked with Grand; Holland and Sweden 
were among his clients. Grand & Cie also 
traded the public debts of France, while 
raising funds for the kingdom; Grand 
knew exactly how banks could profit 
from helping governments. And his new 
neighbor Benjamin Franklin knew that 
in Grand he had found the right partner 
to help him and his fellow colonists fight 
their war in America. 

Grand kindly explained how banks 
create money by exchanging debts—or 
promises, as he called them—and pro- 
posed to Franklin some of the ways in 
which his bank could create promises that 
the Continental Congress could use as 
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money, bank money that would be backed 
by the public debt of the colonies. Grand’s 
memos to Franklin setting out his ideas 
are a pleasure to read: short, clear and 
entirely to the point. And Franklin was 
a fast learner. Together, the two friends 
hatched a plan to create bank money 
for use by the Continental Congress—yet 
another version of the old story of states 
and banks exchanging debts and promises. 

So, by 1778, things were looking pretty 
positive for Franklin and the American 
representatives to France. The king of 
France, Louis XVI, and his foreign min- 
ister had agreed to support the United 
States; the finance minister, Necker, was 
already on board. But getting cash from 
a sovereign state is always a struggle: per- 
suading donors takes time, prying cash 
out of bureaucracies is far from easy, 
quibbling makes the outcome uncertain 
and gifts suddenly become loans. The cash 
that finally reaches the recipient is often 
late and insufficient. French aid to the 
colonies was no exception. France’s public 
debt was huge and the French treasury 
was short of coins. 

Also, Grand was cautious as well as 
ambitious. He had dealt with sovereign 
nations, those that were more established 
than the fledgling United States, plenty of 
times. He knew the perils of relying on 
the promises of sovereigns and he was not 
going to “bet the bank” on the promises 
of either France or the North American 
colonies fighting for independence. The 
colonies weren't even a nation yet, despite 
the Continental Congress declaring it the 
United States of America in September 
1776, and with all the bills of credit in cir- 
culation, it was already awash with debts. 

Grand’s considered proposal was there- 
fore to issue bank debt to the Conti- 
nental Congress on the requirement that 
both America and France promised to 
pay his bank first. But Necker was reluc- 
tant to give explicit royal guarantees, so 


the negotiations stalled. At which point, 
Grand and Franklin came up ith a new 
proposal: special promissory notes, writ- 
ten promises to pay. 

These were a success. Between 1779 and 
1782 Benjamin Franklin signed promis- 
sory notes, each one for an amount rang- 
ing from 250,000 to 800,000 livres. In this 
way, over the course of just a few years, 
Franklin was able to secure no less than 18 
million livres in funds for the Continental 
Congress. And Franklin, being Franklin, 
designed and printed the notes himself 
at his printing press in Passy, putting 
his characteristic flair and care into their 
design and reproduction. 

The wording on these radical promis- 
sory notes indicates precisely the nature 
of the scheme that he and Grand had con- 
cocted to get the colonies the purchasing 
power they so desperately needed. Each 
note was signed by Franklin on behalf of 
the Continental Congress and each of the 
13 colonies, jointly and severally; they were 
therefore the obligations of each and every 
American sovereign entity. Also, on the 
notes, Franklin promised to pay Grand & 
Cie, on January 1, 1785, for the benefit of 
the French Royal Treasury, which meant 
that Necker thus felt safe and secure to 
promise to also pay the bank for the ben- 
efit of the United States. 

It was the linking of sovereign prom- 
ises that did the trick: France was now 
indebted to the bank for the benefit of the 
United States, and the United States was 
indebted to the bank for the benefit of 
France. With the two sovereign promises 
in his pocket, Grand happily issued debts 
to the United States, bank money that the 
Continental Congress could spend right 
away. He had successfully gained a new 
client without endangering the future of 
Grand & Cie. 

In this process, Grand, Necker and 
Franklin had basically come up with the 
sovereign version of an “accommodation 
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bill,” through which two parties guaran- 
tee each other promises to pay one bank. 
That bank then feels safe to issue debts 
for the benefit of one party. Historically, 
accommodation bills have been used by 
aggressive financers to get banks to issue 
debt to them and such schemes have often 
been criticized as one of the main reasons 
why banks fail and why bank money is 
unsafe. Adam Smith, for example, the 
great Scottish economist, advised banks 
not to accept accommodation bills. They 
were way too risky. Nonetheless, that’s 
exactly what Grand, Necker and Frank- 
lin did in 1785: two sovereign nations 
using aggressive financial engineering to 
support a fight for independence—a fine 
example of truly daring financial dealing 
between states and banks. 

Not surprisingly, several other banks in 
Europe had got word of the Continental 
Congress’s needs and were also busy going 
after their business. But they approached 
the process in a different way than Grand, 
trying to make a quick buck. Luckily for 
the future United States, both Franklin 
and Grand were able to take the long view, 
with Grand, in particular, knowing that 
his bank would profit more for a longer 
period of time if the colonies succeeded, 
becoming a truly sovereign nation with 
debt, the perfect client. $ 


Paolo Zannoni is the executive deputy 
chairman of the Board of Prada, presi- 
dent of Prada Holding and international 
advisor to the executive office of Gold- 
man Sachs International. He is also a 
member of the advisory board of the 
Jackson Institute and the Center for 
International Finance at Yale University. 
He is the author of Money and Promises: 
Seven Deals that Changed the World 
(Columbia Business School Publishing, 
June 2024), from which this article has 
been adapted. 


By Sean H. Vanatta 


FROM 1966 TO 1970, bankers flooded 
American mailboxes with tens of millions 
of unsolicited credit cards. They did so, 
they argued, because they had no other 
choice. “In the competitive climate that 
exists, if we had depended upon applica- 
tions alone our plan could not have been 
launched successfully,” David M. Ken- 
nedy, chairman of Chicago’s Continental 
Illinois Bank, explained in January 1967. 
“There never was any possibility that we 
could have proceeded at a more leisurely 
pace.” The deluge of unsolicited cards 
came as bankers built the card networks— 
BankAmericard (Visa) and Master Charge 
(MasterCard)—that remain today’s domi- 
nant consumer payment systems. 

In the 1960s, card technology captured 
the industry’s imagination. Credit cards 
would not only produce profits on their 
own, bankers believed, but would cre- 
ate lucrative and long-lasting consumer 


banking relationships. Bankers also saw 
cards as a step toward the industry’s tech- 
nological future, where computers would 
expand the range of bank services and 
drive down operating costs. Finally, cards 
appeared to offer bankers a path out of 
the banking industry’s tight regulatory 
confines, particularly the price controls 
and geographic restrictions that anchored 
the New Deal financial order. States did 
not yet regulate credit card interest rates. 
With card networks, bankers could begin 
recruiting consumers across state lines. 

In their eagerness, bankers swamped the 
nation in cards just as consumer politics 
and protection were emerging as a bipar- 
tisan political force. Bankers embraced 
credit cards as a means of innovating 
around New Deal-era rules; by decade’s 
end, political backlash against relentless 
credit expansion firmly ensconced cards 
within the regulatory regime. 

In the mid-1960s, the bank credit 
card industry was poised for renewed 


expansion. The economic boom of the 
1950s burned even hotter early in the next 
decade. From January 1960 to January 
1967, the economy grew at 6.6% a year. 
Incomes and expectations for material 
comfort grew apace, especially among 
the white, increasingly suburban middle 
class. A series of federal tax cuts, pro- 
posed by President John F. Kennedy in 
1963 and enacted after his death, further 
spurred growth. The cuts, Lyndon John- 
son explained, put “$25 million a day in 
the hands of the American consumer.” 

Johnson urged Americans to spend the 
money. They did, often augmented with 
credit. Feeling more affluent, consum- 
ers borrowed more freely. Recognizing 
widespread prosperity, lenders extended 
more credit. Consumer borrowing, grow- 
ing at 9% a year, significantly outpaced 
economic growth. The virtuous cycle of 
consumer purchasing power, juiced by 
credit, continued to spin. 

In this environment, universal card 
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Storefront displays signs for both the BankAmericard (Visa) and Master Charge (MasterCard). 


plans gained momentum. “Credit Card 
Companies Are Enjoying a Fresh Surge 
of Healthy Growth,” the business mag- 
azine Barron’s announced in a March 
1964 headline. Incumbent firms, which 
the magazine divided along established 
lines of travel and entertainment cards 
for male executives and retail cards for 
city and suburban shoppers, had seen 
steady increases in cardholder spending. 
Card issuers had also expanded merchant 
and cardholder membership, while cur- 
tailing bad-debt losses. Newspapers and 
the business press touted the success of 
Bank of America’s BankAmericard plan as 
evidence that bank card plans had found 
solid ground. 

In 1965, several large regional banks 
debuted new card ventures, including Val- 
ley National Bank in Phoenix and Mel- 
lon National Bank in Pittsburgh. “Alert 


banks,” Mellon President John A. Mayer 
observed, “realize that there have been 
major social changes in the United States. 
People who weren’t candidates to do busi- 
ness with banks now are.” Bankers were 
bullish. The cover of the December 1966 
issue of Burroughs Clearing House, the 
magazine “for Bank and Financial Offi- 
cers,” greeted readers with a picture of a 
red-cheeked Santa with bank and travel 
cards tumbling from his billfold. The 
industry, once skeptical of unsecured con- 
sumer lending, seemed ready to embrace 
card plans. 

Bankers’ hopeful vision for cards cen- 
tered on automation, especially new 
computer technologies that promised to 
streamline labor-intensive credit account 
processing. As Mayer’s Mellon Bank 
reported in 1965, “A prime factor in mak- 
ing this service possible is the degree to 
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which the Bank has developed the use 
of computer equipment, which is eco- 
nomically essential to the operation of a 
program of this magnitude.” California’s 
Crocker National likewise hailed the credit 
card as a “development made possible 
by the use of electronic data-processing 
equipment.” And cards were just the start. 
The banking press anticipated the immi- 
nent arrival of the “cashless” and “check- 
less” society; they imagined futures of 
computerized payment systems that would 
lift the mountainous weight of processing 
paper cash and checks. Across the finan- 
cial system, the steady growth of trans- 
actions—from stock purchases to check 
usage—placed enormous pressure on 
firms’ accounting and processing capaci- 
ties. Computers would, bankers believed, 
solve these back-office problems. They 
could also generate new lines of business. 


“The trick is going to be to combine 
money and computers to create a whole 
new range of services,” one observer 
wrote. Bank of America had pioneered 
commercial bank applications of com- 
puter technology with its ERMA check- 
processing system in the late 1950s. It 
developed the BankAmericard to utilize 
these systems as well. Major banks, seek- 
ing advantages in electronic scale, fol- 
lowed Bank of America’s lead. 

The potential reach of computer tech- 
nology remained limited, however, so long 
as bank cards operated in circumscribed 
geographic and product markets. As Bar- 
ron’s highlighted, travel cards enjoyed a 
global reach, while retail cards were con- 
fined by federal restrictions on interstate 
bank branching: “The largest [retail credit 
plan] is that of the Bank of America, 
which operates exclusively in California.” 
A few dozen other bank cards served 
smaller markets, limited to smaller states 
and individual cities. Geographic divisions 
mirrored the continued gender division 
among travel and retail plans. For travel 
cards, The New York Times reported, “the 
average card holder is: male, married, earns 
between $10,000 and $20,000 a year, trav- 
els frequently, and is a college graduate.” 

To maintain their masculine exclu- 
sivity, travel firms policed the division 
between their cards and feminized retail 
markets. “We believe women account for 
95% of the spending on the BankAmeri- 
card,” Diners chairman Alfred Blooming- 
dale wrote in a letter published in Forbes 
in October 1966, “while men account for 
95% of the spending on the Diners Club 
card. We do not believe that the Bank of 
America is a competitor of the Diners 
Club.’ Bloomingdale wanted the gender 
divide to remain stark and explicit. 

Bloomingdale may have accurately 
described card markets as they were when 
he wrote, but only because banks had just 
begun to merge gendered credit mar- 
kets. Bank of America led the transforma- 
tion. Initially, bank executives promoted 
regional card use within the rubric of 
female-led consumption. BankAmericard 
ads highlighted “statewide shopping con- 
venience,” emphasizing that the card was 
“the sound, modern plan for making the 
most of your family dollars.” BankAmeri- 
card’s early advertising seldom featured 
men; when it did, the focus remained on 
family shopping. It was, after all, “The 
Family Credit Card.” 
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fashioned by different bank credit card networks. 
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Karl A. Scheld, “Bank Credit Cards: Saturation in the Midwest?” Business Conditions (June 1968): 14. Reprinted with the permission of the Federal Reserve Bank of Chicago. 


As executives sought to increase trans- 
action volume to maximize investments 
in electronic equipment and personnel, 
the bank turned to travel services. In 1964, 
Bank of America signed 10 airlines into the 
BankAmericard plan. By then, more than 
3,000 hotels, restaurants and travel agen- 
cies across California accepted the card. 
Incorporating travel features expanded 
BankAmericard’s market from affluent 
female shoppers to their upwardly mobile 
husbands. Unlike travel cards, the bank 
offered these services without charging an 
annual fee. Combining retail and travel 
created economies of scale, making the 
BankAmericard cheaper for merchants 
and consumers. It also created network 
effects: More consumers would carry the 
BankAmericard, more businesses would 
accept it and participation would be more 
valuable for both groups. Still, Bank- 
Americard operated exclusively in Califor- 
nia. Bloomingdale was right; it was not yet 
a competitor of the Diners Club. 

Given the constraints of interstate 
branching restrictions, both legal—in that 
banks could not build branches across state 
lines—and _ ideological—in that bankers 
could not easily think beyond state bor- 
ders—it was not obvious that banks would 
develop nationwide credit card plans in 
the 1960s. Market participants and observ- 
ers understood retail bank credit as bound 
in space. In this environment, the path to 
BankAmericard’s nationwide expansion 
appeared essentially by accident. 

As bankers around the country real- 
ized that the BankAmericard had found 
a stable, profitable market in California, 
they sought to understand and replicate its 
success. Bank of America executives capi- 
talized on this interest. In 1965, the bank 
began to market its proprietary credit 
card accounting software, repackaging a 
financial information system developed in 
its local market for sale to a global cohort 
of large, computerized banks. Execu- 
tives focused on US banks with exist- 
ing card programs—like Marine Midland 
in upstate New York—and on foreign 
banks—specifically Barclays in England, 
which planned to initiate its own card 
plan. Building on this experience, execu- 
tives concluded that a nationally (and, in 
the case of Barclays, globally) compatible 
accounting system run on efficient com- 
puters could provide a technological foun- 
dation for expanding the BankAmericard 
beyond California. Bank of America could 


sell more than its accounting software; it 
could sell its entire card plan, recruiting 
consumers and merchants at scale. 

To do so, Bank of America executives 
developed a national cooperative network 
in the style of its California operation. 
The bank adopted a franchise model, sell- 
ing licenses to participant banks, setting 
their geographic territories and ultimately 
controlling entry and competition within 
the network. Bank of America executives 
designed the system so they could man- 
age it from the top down, replicating their 
experience managing a statewide card net- 
work across California’s diverse markets. 
To join the network, banks paid a $25,000 
franchise fee and 0.5% of their card plan’s 
gross credit sales. In return, participant 
banks gained, according to executive Ken 
Larkin, “a nationally-known product...a 
card which is not limited to one regional 
area.” 

Initially, Bank of America restricted 
participation to large regional banks and 
assigned territories to licensees. The bank 
encouraged licensees to market cards 
aggressively, teaching participants how 
to use the unsolicited mailing strategy it 
developed in California. In theory, partici- 
pant bankers would not compete to enroll 
the same merchants and consumers, or 
if they did, competition in any market 
would be confined to a few “reputable 
banks.” The franchise model also meant 
that licensee banks were fundamentally 
subordinate. The BankAmericard system 
had a clear hierarchy, with the nation’s 
largest bank firmly at the top. 

Bank of America adopted the franchise 
model to replicate the local ties created by 
its branch network, using licensees’ com- 
munity relationships to root the Bank- 
Americard in markets across the country. 
Bank of America’s executives first recruited 
banks in large cities not yet served by bank 
card programs. The bank also sought large 
banks, which could afford the technological 
systems and costs associated with launch- 
ing the plan on a massive scale through 
unsolicited mailing. Licensee banks, in turn, 
recruited merchants and consumers in their 
immediate market area. They also expanded 
across their assigned regions by signing 
agent agreements with smaller banks— 
partnerships similar to those used by charge 
account bankers who built small-scale card 
networks in the mid-1950s. Agent banks 
recruited local merchants and suggested 
potential cardholders to licensee banks, 
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which managed all consumer accounts. 

Although card networks hinted at a 
future where bankers could decouple their 
services from the physical constraints of 
their branch systems, in the 1960s bankers 
saw cards as a tool for connecting con- 
sumers and merchants to their branches. 
Bankers worked to embed card plans 
within community relationships, efforts 
that extended to plan branding. “We give 
other banks the benefit of our experience 
in helping them set up their own cards,” 
Larkin explained in October 1966, indicat- 
ing that although banks were joining Bank 
of America’s network, they would retain 
control of their card plan locally. Like the 
correspondent charge plans, BankAmeri- 
card cards and advertising carried the 
local licensee’s name to tie the BankAmeri- 
card program into the local community. 
Unlike the earlier plans, “BankAmericard” 
appeared centrally in bold text, signaling 
which bank was paramount. 

Bank of America announced its plans to 
license the BankAmericard in May 1966, 
and over the next two years the program 
grew rapidly. By the end of 1966, Bank of 
America counted eight licensees, growing 
to 17 the following year. By the end of 1968, 
41 licensee banks issued BankAmericards, 
and 1,823 agent banks signed up merchants 
and recommended consumers in their terri- 
tories. With this growth came building ten- 
sion. Although Bank of America relied on 
its partners to build the network, executives 
also intended the BankAmericard as the 
steppingstone for Bank of America’s even- 
tual nationwide expansion. “The ultimate 
objective of this program,” Larkin wrote 
in a March 1966 memo, “is to make the 
name BankAmericard a household word 
throughout the nation.” These ambitions, 
well known within the banking industry, 
undermined trust among participant banks, 
especially when Bank of America seemed to 
place its own interests ahead of the franchi- 
sees and the success of the system. 

The BankAmericard network’s model 
of cooperation without competition was at 
best a strained compromise, which placed 
Bank of America as at once a competitor 
and referee. At the same time, the Bank- 
Americard’s expansion inspired a compet- 
itive fervor among rival firms, especially 
large regional banks that topped the local 
financial hierarchies in the nation’s geo- 
graphically segmented banking markets. 
These banks recognized Bank of America’s 
ambitions, and they sought to use its mass 
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Geographic coverage of BankAmericard and Interbank in April 1968. 


promotional strategy to secure their card 
plans before the California colossus came 
crashing in. 

In retrospect, bank network-building 
strategies appear calm, orderly and rational. 
Bank of America and its licensees devel- 
oped a cooperative system with minimal 
internal competition to extend consumer 
credit across the country. Competing banks 
responded by spontaneously organizing 
regional and national cooperative-compet- 
itive platforms, coalescing into the rival 
interbank network (Master Charge). Net- 
work expansion enabled bankers to offer 
travel services, generating system volume 
by combining a market previously divided 
by gender, even as cards remained priv- 
ileged products for creditworthy, white 
Americans. 


Network building, however, facilitated 
a competitive process that was anything 
but well-ordered. The multiplication of 
bank card plans begins to suggest the 
scale. At the end of 1965, 68 banks oper- 
ated credit card plans, and few competed 
against other banks. Four years later, 1,207 
banks operated card plans, all competing 
for shares of local and regional markets. 
These figures include only card-issuing 
banks, not the agent banks that signed up 
merchants and solicited consumers. By 
April 1970, more than half of all commer- 
cial banks—7,810 out of slightly less than 
14,200—had affiliated with either Bank- 
Americard or Interbank. The networks 
claimed 450,000 merchant participants 
each and almost 60 million cardholders 
altogether. 


Facing breakneck expansion, commer- 
cial bankers were seized by excitement 
and fear, expectation and doubt. Bank- 
ers saw cards as their road to a profit- 
able, technologically modern, consumer- 
focused future. They believed transaction 
volume was the key to card profitability. 
They aggressively built network infra- 
structure and recruited consumers to 
secure it. Mapped from above, the drama 
looked like a sweeping military campaign. 
BankAmericard licensees fought to com- 
mand new markets. Regional coopera- 
tives sprang up to resist them. As Bankers 
Monthly explained, “When BankAmeri- 
card started its franchising program, 
banks that did not sign up for this plan 
hurried to get their own cards as a com- 
petitive counter weapon.” 
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The martial metaphor is apt. Bankers 
viewed card competition as zero-sum: 
neither consumers nor merchants were 
likely to maintain relationships with two 
banks. A gain for one bank was a loss 
for another. Bankers reasoned that the 
number of creditworthy households was 
limited. Consumers would, they expected, 
accept the first card that came their way. 
If that card was issued by a competitor, 
bankers feared, the customer might be 
lost forever. 

Bankers convinced themselves that 
unsolicited mailings and intense mass 
promotion were indispensable. “A basic 
formula for success in credit card banking 
consists largely of two basic ingredients,” 
the American Bankers Association (ABA) 
reported after surveying card-issuing 
members in 1967: “1) a bank must be con- 
sumer oriented; and 2) it must be willing 
to implement its program with vigor- 
ous merchandising efforts.” The Federal 
Reserve offered a similar assessment. “All 
of the banks that we have contacted... 
found it desirable in launching their credit 
card plans to send out cards unsolicited,” 
a Fed official reported. By design, the 
strategy was seductive and coercive. Unso- 
licited mailing enticed “charge conscious” 
consumers, feeding their expectations of 
widely available credit. To satisfy these 
expectations, merchants had to join card 
plans. 

Competition created an inescapable 
cycle, reinforced from above by trade 
groups and card networks and on the 
ground by local rivals. The ABA found 
that almost half (49%) of banks admit- 
ted to entering the credit card field solely 
because of competition from other banks. 
“Tt is becoming abundantly clear,” wrote 
a Dallas banker, “that many banks have 
gone into the credit card program as a 
defensive measure and without first doing 
their homework.” 

Fear brought on recklessness. The same 
ABA survey found that only 54% of banks 
checked consumers’ credit before mailing 


unsolicited cards. Congress later heard 
that closer to 80% of banks failed to per- 
form adequate credit checks. As the num- 
ber of card-issuing banks expanded, so did 
the competition. Gasoline companies and 
department stores mounted aggressive 
campaigns as well. By 1970, one journalist 
estimated, firms had mailed over 100 mil- 
lion unsolicited cards. With so many cards 
in the mail, bankers discovered, “there’s 
no good solution to the fraud problem.” 
Stories of cards going to children, pets 
and the deceased—paired with panicked 
accounts of card theft and fraud—mul- 
tiplied, year after year, undermining the 
credibility of the industry as a whole. 

Life magazine columnist Paul O’Neil 
perhaps best captured the mood in his 
March 1970 article, “A Little Gift from 
Your Friendly Banker.” Banks undertook 
card distribution, O’Neil wrote, “in many 
cases, with a kind of eager innocence 
which none of them would have counte- 
nanced for a moment in firms with which 
they did business.” O’Neil went further. 
“A few of them, caught up in the excite- 
ment of the unfamiliar chase, seem to 
have become as blithely careless of con- 
sequences as a drunken sailor shooting 
craps in a Mexican whorehouse on New 
Year’s Eve.” The article explored the litany 
of problems caused by unsolicited mail- 
ing: fraud, fears of impersonal technology, 
inflation, unsteady gender dynamics and 
threats to the safety and soundness of irre- 
sponsible card-issuing banks, all of which 
spurred new regulatory efforts. 

In the final analysis, the bank card 
networks embodied a paradox. Bank- 
ers designed their networks to embed 
nationwide card plans within the local 
ties between merchants, consumers and 
the card-issuing or agent bank. In the 
1960s, place still mattered. BankAmeri- 
card and Master Charge linked circum- 
scribed markets, they did not overlay 
them. A Marine Midland Charge Plan, 
bankers believed, was different than a 
Wells Fargo Master Charge. Credit cards 
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were not commodities. Instead, they were 
grounded in each bank’s market area, 
inextricably linked to the physical edifice 
of the bank and its branches, where con- 
sumers and merchants would come to 
make deposits and engage other banking 
services. 

But unsolicited mailing set in motion 
several disembedding forces. It divorced 
the process of receiving credit from the 
experience of consumption; to access 
credit, consumers no longer had to 
endure an interview with a credit man- 
ager, “something,” characterized in Bank- 
ers Monthly as “akin to a prisoner-of-war 
interrogation.” Credit came in the mail. 
But while bankers hoped cards would still 
be coupled with their branch offices, and 
through them with the social relationships 
that undergirded their role as responsible 
guardians of credit, consumers experi- 
enced cards differently. Many consumers 
were unknown to the banks who issued 
them cards. When bankers bought lists 
of likely credit risks to reach beyond their 
existing customer base, they eliminated 
the social connection in the process. For 
some consumers, this meant they were 
less careful with their spending and more 
likely to default. Other consumers were 
outraged that credit invaded domestic 
space. Over the long term, it meant that 
most consumers associated their credit 
with the network, BankAmericard and 
Master Charge, rather than the issuing 
bank. Credit cards became commodities, 
divorced from local markets, and as such 
tools to break down financial localism. $ 
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DENYING 
THE ODDS 


By Mark J. Higgins 


A RELIABLE RULE OF THUMB for inves- 
tors is that they can only hope to achieve 
exceptional returns by daring to be differ- 
ent than the crowd. This is because oppor- 
tunities to produce exceptional returns 
are rare and quickly evaporate once the 
herd becomes aware. Among the great 
ironies of investing in the 21st century is 
that the most daring strategy—investing 
entirely in index funds—also happens to 
offer investors the highest probability of 
achieving their objectives and at a con- 
siderably lower cost. Understanding the 
history of active management reveals why 
index funds usually offer the most attrac- 
tive prospects for both individuals and 
institutions. 


The Peculiar Wisdom of Crowds 


“It appears then, in this particular 
instance, that the vox populi 
is correct to within 1 per cent 
of the real value... This result 
is, | think, more creditable 
to the trustworthiness of a 
democratic judgement than 
might have been expected.” 


—Francis Galton (1907) 


In the fall of 1906, an English statisti- 
cian named Francis Galton strolled the 
grounds of a livestock fair in a rural town 
about 200 miles from London. Galton was 
studying the effects of various breeding 
techniques, but on this day, he was capti- 
vated by a popular contest. For six pence, 


contestants guessed the weight of an ox, 
and the person closest to the actual weight 
received a prize. 

After the contest ended, Galton per- 
suaded the organizer to hand him the 
tickets submitted by participants. Gal- 
ton’s subsequent analysis revealed that 
the median guess of the ox’s weight (1,207 
pounds) was remarkably close to the 
actual weight (1,198 pounds). Even more 
fascinating was that approximately 90% 
of individual guesses were worse than the 
median because the errors above tended to 
offset the errors below. 


The History 

of Active 
Management 
in US Securities 
Markets 


The relative accuracy of the median 
guess—a phenomenon Galton dubbed 
vox populi (voice of the people)—was 
later described in a probability theorem 
known as the law of large numbers. The 
theorem proved that results observed in 
an experiment that involves repeated and 
independent iterations will converge on 
the average. The law of large numbers 
has many practical applications. In situa- 
tions in which independent estimates are 
made using a common set of information, 
the average estimate tends to be superior 
to most individual estimates. In other 
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Source: Galton, F. Vox Populi. Nature 75, 450-451 (1907). https://doi.org/10.1038/075450a0 
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words, beating the wisdom of crowds is an 
extremely difficult feat. 

Understanding the wisdom of crowds is 
essential for investors because it explains 
why it is so difficult to profit from the 
identification of mispriced securities. 
Doing so requires investors to repeatedly 
formulate superior price estimates using 
the same information that is accessible 
to other market participants. Using the 
weight-guessing contest as an analogy, 
successful investors must compete in hun- 
dreds of contests and consistently outper- 
form the crowd. 

To this day, few investors appreciate 
how difficult it is to accomplish this feat. 
Even fewer appreciate that the stock oper- 
ators who dominated Wall Street more 
than 100 years ago did appreciate the 
difficulty. 


The Gilded Age Dark Arts 


“Cheating at cards was always 
disgraceful. Transactions of similar 
character under euphemistic names 

of ‘operating,’ ‘cornering,’ and 

the like were not so regarded.” 


—Trumbell White, journalist (1893) 


During the latter half of the 1800s—an era 
commonly referred to as the Gilded Age— 
securities markets were a dangerous place. 
Few rules existed, and those that did exist 
were rarely enforced. As a result, Wall 
Street’s robber barons rarely bothered to 
perform securities analysis. Instead, they 
employed the “Gilded Age dark arts” of 
market manipulation and insider trading. 
They knew that outsmarting the market 
was a crapshoot at best, but cheating the 
market could be quite lucrative. 

It may seem strange today, but use 
of the dark arts was not a secret while 
it remained legal in the United States. 
Newspapers regularly reported the lat- 
est stock pools, market corners and bear 
raids. Journalists were often complicit 
either because they accepted bribes to 
publish false information, or they were 
under direct orders from newspaper own- 
ers who were part of these operations. The 
frequency of schemes varied from year to 
year, but it was not until the public suf- 
fered devastating losses during the Great 
Depression that they finally pressured 
Congress to outlaw them. 


The Shaming of the Street 


“Men have been swindled by 
other men on many occasions. 
The Autumn of 1929 was, 
perhaps, the first occasion when 
men succeeded on a large scale 
in swindling themselves.” 


—John Kenneth Galbraith, 
author of The Great Crash 1929 


In 1925, the US stock market slowly began 
a legendary rise. By 1928, it had reached 
bubble status, but it continued inflat- 
ing further until the fall of 1929. Like all 
bubbles, the Great Bull Market of the 
1920s was explained by the convergence 
of many powerful forces. These included 
overly accommodative monetary policy, 
liberal use of margin debt for specula- 
tion and the emergence of a large shadow 
banking system. 


The Roaring Twenties ended with a 
devastating crash. The Great Depression 
that followed was then made consider- 
ably worse by flawed monetary and fiscal 
policies. One of the few silver linings of 
the Great Depression, however, was that 
the breadth of financial suffering created 
just enough pressure on Congress to pass 
overdue reforms. Even though the average 
investor in the Roaring Twenties knew 
that stock operators routinely manipu- 
lated markets and traded on insider infor- 
mation, they accepted their disadvantaged 
position while the market was rising. But 
when the market turned and the depres- 
sion deepened, tolerance for such behav- 
ior evaporated. 

The resulting securities reforms 
upended the power structure on Wall 
Street. The Securities Act of 1933 required 
extensive and truthful disclosure for new 
issues of securities, while the Securities 


Portrait of a Gilded Age Dark Artist: Jay Gould, 
“The Mephistopheles of Wall Street” 


“If ever a man’s gold was ‘cankered’ it was his. He was throughout 
his entire financial life not only a gambler on a large scale, 
but a gambler with marked cards and loaded dice.” 


—Reverend Louis Albert Banks (1892) 


A bi 


To qualify as a robber baron on Wall Street during the 
Gilded Age, a person required a healthy combination of 
greed, intelligence, subtlety, disloyalty and a general deficit 
of morality. Jay Gould mastered these vices, enabling him 
to quietly pull the strings on many of the most ambitious 
schemes. Each one was meticulously planned and bril- 
liantly disguised. His victims often lamented that they were 
unaware they were under attack, much less of who was 
orchestrating it. If there was a loophole in a contract, Gould 


would find it. If a contract lacked loopholes, he created them. He also never hesi- 
tated to bribe politicians, journalists, judges, police officers and any other protector 


of the common good. 


Among the more impressive of Gould's deeds was a perfectly executed bear raid 
on the Pacific Mail Steamship Company. Gould began his conquest by using several 
allies on the Board to spread rumors of a federal investigation into alleged bribery 
of government officials. He then planted negative stories with journalists to further 
depress the stock. Meanwhile, he acquired shares in secret. Once the dust settled, 
Gould owned a controlling stake in the Pacific Mail, which he acquired at a steep 
discount to fair value. He then reset shipping rates at a more profitable level for 
both the Pacific Mail and the Union Pacific (a Gould-controlled railroad). He had 
wielded the Gilded Age dark arts to execute a perfect bear raid. 
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Exchange Act of 1934 outlawed market 
manipulation and insider trading. Recog- 
nizing that the end of a nearly 150-year era 
was upon them, the famed stock operator 
William Durant lamented: “We may as 
well tell the truth and put the blame where 
it belongs. It’s up to Washington now. We 
have stepped aside.” 


The Servants Become 
the Masters of Wall Street 


“The infant profession of securities 
analysis obviously prospered 
by [securities reform]. Indeed, 
if the profession can be said to 
have had ‘founding legislation,’ 


” 


then this clearly was it 


—Timothy C. Jacobson, author of 
From Practice to Profession: A History of 
the Financial Analyst Federation and the 

Investment Profession (1997) 


Benjamin Graham, who is often regarded 
as the father of the value investing phi- 
losophy, began his career on Wall Street 
as a statistician at a brokerage firm in 1914. 
At the time, statisticians were considered 
lowly employees. They spent their days 
tucked away in back offices where they 
sifted through reams of paperwork to 
collect basic data on stocks and bonds. 
Brokers considered this information nec- 
essary, but far less valuable than insider 
information. After the passage of the 
Securities Act of 1933 and the Securi- 
ties Exchange Act of 1934, however, the 
skills of statisticians were suddenly in 
high demand. Market manipulation and 
insider trading were illegal; companies 
were disclosing massive amounts of infor- 
mation and few investment professionals 
had the skills to make sense of it. 

In the early 1920s, Graham launched 
his own investment management firm. He 
was fortunate to have voluntarily shunned 
market manipulation and insider trading 
even though it was legal. Instead, he relied 
solely on his relentless due diligence to 
parse through publicly accessible informa- 
tion and profit by finding value that oth- 
ers had overlooked. Graham developed 
a strong track record during the 1920s, 
which earned him a reputation as one of 
the leading investors in the post-securities 
reform era. He documented his techniques 
in his books Securities Analysis and The 
Intelligent Investor. He also became a lead- 
ing voice among a loose confederation of 


financial analysts that eventually evolved 
into the CFA Institute. 


The Golden Age of Financial Analysis 


The 1950s and 1960s were a time of plenty 
for the emerging financial analyst profes- 
sion. Securities markets were flooded with 
new issues after World War II, and the 
population of trained securities analysts 
was limited. But within a few decades, 
the supply began to exceed the demand. 
In 1963, the first 268 individuals received 
a CFA charter; by 1979, the cumulative 
number of CFA charters exceeded 6,000. 
Moreover, this was only a small percent- 
age of the number of investment profes- 
sionals analyzing securities each day. By 
the 1970s, the wisdom of the crowd pre- 
sented a formidable challenge for analysts. 
Finding information that was not baked 
into market prices was a rarity. 

During the 1970s and 1980s, leading 
academics and investment professionals 
also began studying the performance of 
securities markets. A common observa- 
tion was that comparable market indices 
consistently outperformed actively man- 
aged investment funds. Further, as the 
time horizon of analysis lengthened, the 
number of outperformers contracted. This 
phenomenon is observed in every game 
of chance, as luck explains the outperfor- 
mance of gamblers over short periods of 
time. Just like the number of winners at a 
roulette table dwindles with each turn of 
the wheel, the number of successful active 
fund managers dwindles with each pass- 
ing year. 


The Flaw of Large Numbers 


son 


An investment trust should 
be good and large, because this 
tends to make the expenses of 

running it a negligible percent of 
the whole. But when the trust is 

big in size, the investing problem 
becomes increasingly difficult.” 


—Fred Schwed, Jr., author of Where are the 
Customers’ Yachts? (1940) 


Over the past several decades, actively 
managed funds have continued to attract 
new investors even though index funds 
have steadily gained market share. Figure 1 
shows the total assets under management 
(AuM) of actively and passively man- 
aged mutual funds in the United States 


An Inconvenient 
Truth and the Birth 
of the Index Fund 


“My basic point here is that 
neither the Financial Analysts 
as a whole nor the investment 

funds as a whole can expect 

to ‘beat the market,’ because 
in asignificant sense they 
(or you) are the market.” 


—Benjamin Graham (1963) 


By 1963, Benjamin 
Graham con- 
cluded that the 
golden era of the 
financial analyst 
had ended. This 
did not mean he had lost faith in the 
overall value of the profession; he just 
knew with mathematical certainty 
that beating market averages was 

no longer a worthy endeavor for 
most analysts. Graham was not only 
convinced by the logic, but he was 
also persuaded by the evidence. For 
example, in 1940, the SEC observed 
that even in the relatively inefficient 
markets of the 1920s and 1930s, most 
actively managed funds failed to out- 
perform a 9o0-stock index. Many stud- 
ies that followed by Nobel laureates 
and famed academics—such 

as Eugene Fama, Burton Malkiel 

and William Sharpe—produced the 
same results. 


Despite the irrefutable evidence, Gra- 
ham’s message was largely ignored. 
By the 1960s, there were simply too 
many firms and individuals who had 
wagered their businesses and careers 
on denying this reality. Despite a 
clear need for a low-cost fund that 
simply mirrored the performance of 
a market index, it was not until 1976 
that Jack Bogle popularized index 
investing with the launch of the 
Vanguard 500 Index Fund. 
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Figure 1: Total AuM of Active and Passive Mutual Funds in the United States (2000-2022) 
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Source: Statista. June 13, 2023). https://www-statista.com/statistics/1263822/active-passive-mutual-funds-total-net-assets-usa/ 


from 2000-2022. The percentage allocated 
to index funds rose from 7.5% in 2000 
to 27.9% in 2022, but active funds still 
account for most assets. 

The problem with this picture is that 
the ability of active managers to outper- 
form comparable indexes diminishes as 
AuM increases. This is because the price 
of securities is affected by the demand 
for them. Even if managers identify mis- 
priced securities, purchasing them in large 
amounts pushes the price back to fair 
value. The larger the fund, the harder it 
becomes to outperform. But the opposite 
is true for index funds: as AuM increases, 
index funds spread their fixed costs across 
a larger asset base, thus reducing fees as a 
percentage of assets. Unlike actively man- 
aged funds, size is an ally of index funds. 


The Future of Active Management 


Sound mathematical principles and a 
preponderance of evidence reveals that 
actively managed funds outlived their util- 
ity long ago. Over the past several decades, 
a relatively small but growing number of 
institutional and individual investors have 


recognized this reality and allocated an 
increasing percentage of their portfolios 
to low-cost index funds. Nevertheless, 
actively managed funds still dominate the 
market. 

On May 5, 2021, David Swensen, the 
famed CIO of the Yale Investments Office, 
passed away. During his 36 years at the 
helm of the Yale University Endowment, 
he substantially outperformed his peers. 
Accomplishing this feat required him to 
traverse a vast minefield of investment 
challenges. Reflecting on his experience, 
he expressed his appreciation for the rar- 
ity of this accomplishment and that it was 
virtually impossible to replicate. There- 
fore, rather than advising his peers to 
embark on a similarly unlikely journey, 
he recommended that they adopt a more 
simple, reliable and shockingly unconven- 
tional path that would likely bring them 
to a similar destination. In 2012, Swensen 
stated, “You either have the passive strat- 
egy that wins the majority of the time, 
or you have this very active strategy that 
beats the market... For almost all institu- 
tions and individuals, the simple approach 
is best.” $ 
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Mark Higgins, CFA, CFP? is a financial 
historian and experienced institutional 
investment advisor. His book, Investing 
in US Financial History (Greenleaf Book 
Group, 2024), recounts the full financial 
history of the United States from 1790 
to 2023. He is a frequent contributor to 
Financial History magazine and a mem- 
ber of its editorial board. 
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Employees and Taxpayers in the State of Nevada Benefit 
From a Bold Decision to Refrain from Gambling 


nvestment committees that oversee The problem is that agents have strong report, issued in July 2023, 78% of equity 
institutional investment plans suffer incentives to recommend active manag- institutional accounts and 59% of fixed 
from governance vulnerabilities that ers (not to mention expensive alterna- income institutional accounts underper- 
have existed since the US Navy estab- tive asset classes), because the viability formed comparable indices on a net-of- 
ished the first funded pension plan in of their business models and careers fees basis over the trailing 10-year period. 
1800. The vulnerabilities derive from the depends on the claim that their advice ; ; F 
é According to the previously explained 
fact that committees meet infrequently, adds value. Trustees are, therefore, led i ae 
i : 4 f ; rule of thumb, it is only by deviating 
trustees bring variable levels of invest- to believe that the use of active manag- 
: : i from the pack that investors can hope 
ment expertise and chronic turnover ers has a positive expected value, even . 
; ; to produce relative outperformance— 
of trustees often leads to strategic though a preponderance of evidence ; 
; : j provided, of course, that their strategy 
and tactical errors. This forces trustees reveals otherwise. For example, each . . 
pene cant a ae ol di ie is sensible. In the early 2000s, the 
o rely heavily on advice provide ear the ow Jones Indices, 
y y ; P Y a investment leadership at Nevada PERS 
agents, such as investment consultants, reports the aggregate performance of 
—) Naar: decided to leave the pack. 
outsourced chief investment officers institutional accounts. The results are 
(OCIOs) and full-time staff. depressingly consistent. In the latest 


Abiding by the Law of Large Numbers 


Steve Edmundson joined the Nevada Edmundson continued the transition unconventional approach. The table 
PERS in 2005 and was appointed to the until 100% of publicly traded securities below shows the annualized gross-of- 
position of deputy CIO in 2006. Prior were allocated to index funds by 2014. fees returns relative to public pension 
to his arrival, the portfolio was roughly The remaining 12% of the total portfolio plans with greater than $1 billion in 
divided equally between actively man- remained in private assets. Edmundson's assets, as well as the percentile ranking 
aged funds and index funds. Over the simple rationale was that, in the long- of Nevada PERS in a peer universe pro- 
next seven years, Edmundson and the run, gross-of-fees returns of index funds vided by the investment consulting firm 
ClO, Kenneth Lambert, steadily migrated would differ little from active funds, but Callan Associates. It is also worth noting 
the portfolio to a heavier index orienta- net-of-fees returns would be consider- that this analysis substantially underesti- 
tion. In 2012, Lambert departed and ably higher. mates Nevada's performance advantage 
Edmundson was promoted to ClO. At because it does not account for the 
For nearly 20 years, the performance ; 

the time, 75% of publicly traded securi- : ; fact that their fees are much lower than 
: ; of Nevada PERS has validated their i 
ties were allocated to index funds, but those of their peers. 


Annualized Gross-of-Fees Returns of Nevada PERS 
Period Ending March 31, 2024 


Po sevear | ztoar[10-Year [t5¥ear | 20-Ye0r 


Relative Outperformance 17/2 1.39 1.19 0.75 0.58 
Nevada PERS Percentile Ranking 2nd 2nd 4th 10th 11th 
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ALL THE 


RAGE 


By Gregory Morris 


In 1974, the Special Assistant to the 
President for Consumer Affairs and the 
United States Office of Consumer Affairs 
contracted with Technical Assistance 
Research Programs, Inc. to conduct a 
study of consumer complaint-handling 
practices (see sidebar, page 30). Half a 
century after that landmark survey, the 
persistent perception in the popular and 
business press, and especially on social 
media, is that customer service just keeps 
getting worse across many sectors. 


Travelers wait in line a 


the Southwest 


Airlines ticketing counter at Nashville 


International Airport a 
canceled thousands o 


fter the airline 
flights in Nashville, 


Tennessee, on December 27, 2022. 
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Given that ubiquity, it seems impos- 
sible that senior corporate executives and 
boards of directors are unaware of the 
situation. So it would seem that poor cus- 
tomer service has become more of a fea- 
ture than a flaw. Not in every sector, but 
especially in those where the company is 
large, competition is limited or customers 
are somehow beholden to the company 
(see table and chart). 

In the long run, there is no question 
that customer service does affect competi- 
tiveness, but poor customer service seems 
to have become an acceptable daily reality 
in the name of maximizing near-term 
profitability. Given shareholder primacy, 
the questions become: which sharehold- 
ers and over what time frame? The cost- 
benefit analysis is often skewed toward the 
bottom line for the current quarter, the 
current year or top executives’ compensa- 
tion packages. 

In the 1950s, the zeitgeist was “what 
was good for the country was good for 
General Motors and vice versa,” as Dwight 
Eisenhower’s Secretary of Defense Charles 
Wilson, a former president of GM, said at 
his confirmation hearing. 
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Southwest- 


The decline of industrial America in 
the *6os and ’7os has been extensively 
studied. One mitigating development was 
an opening for companies with a more 
customer-oriented approach. Jack Welch, 
chairman and CEO of General Electric 
from 1981 to 2001, was a champion of the 
concept of pleasing the customer. 

By the mid-2010s, however, the tide was 
turning again. In 2018, a milestone paper 
titled “Why Customer Service Frustrates 
Consumers: Using a Tiered Organiza- 
tional Structure to Exploit Hassle Costs” 
found that “many customer service orga- 
nizations reflect a tiered, or multi-level, 
organizational structure, which we argue 
imposes hassle costs for dissatisfied cus- 
tomers seeking high levels of redress... 
Our main result is that a firm can be more 
profitable if it uses a tiered CSO to induce 
consumer hassles.” 

That paper was written by Anthony 
Dukes, then professor of marketing at the 
Marshall School of Business, University 
of Southern California; and Yi Zhu, assis- 
tant professor of marketing at the Carl- 
son School of Management, University of 
Minnesota, Twin Cities. Even given his 


findings, Dukes, who is now chair of the 
department, observed that “going back to 
the White House survey in the late ’7o0s, 
can customer service actually be getting 
worse over half a century? Or are cus- 
tomer expectations getting higher? People 
are always looking for life to get more 
convenient.” 

Noting the success of GE under Welch, 
Dukes said, “You can’t just advertise your 
way to success. You have to try to get the 
customer to come back. At least the good 
customers. Some customers are not worth 
keeping. Marketing has come to recognize 
that not all customers are profitable. The 
strategic decision is to court the ones that 
bring the most business.” 

Within that overall philosophy, Dukes 
noted that in some sectors “companies 
have market power, which means they 
don’t have to compete as hard.” He cau- 
tioned that “it is easy to pull examples of 
silly things that companies have done.” 
However, “there is macro-economic 
research in anti-trust terms that leads 
some economists to argue that competi- 
tion has declined.” 

In an oligopoly, competition almost 
seems to work in reverse. For example, 
if there are only a few major companies 
in one segment, and one moves all its 
telephone customer service to chatbots to 
reduce labor costs, there is an incentive 
for the others to follow suit. “That sort of 
tacit collusion is an example of a decline of 
customer service,” said Dukes. 

Another perspective on the perception 
of poor service comes from a man whose 
job it is to measure those perceptions 
for corporations: Scott M. Broetzmann, 
president and CEO of Customer Care 
Measurement & Consulting (CCMC). “If 
you add up the number of transactions 
that people have today, as compared to 10 
or 20 years ago, then there are going to be 
more complaints because there are more 
transactions,” he said. “Devices and ser- 
vices that did not even exist a generation 
ago would now be on Maslow’s Hierarchy 
of Needs.” 

He also noted what he called the “Ama- 
zon Effect,” where some companies are 
big and rich enough that they can make 
problems go away. “Only a few companies 
can do that, but it raises overall expecta- 
tions on the part of the consumer,” said 


Customer rage 

is most pronounced 
when the product and 
service problems 
encountered affect 
some key dimensions 
of well-being or 


precious leisure time. 


% 
EXPERIENCING RAGE IN 


RESPONSE TO MOST 
SERIOUS PROBLEM 


What type of business caused your 
most serious problem? 


© This Wave ™ 2020 M 2003-2020 


80% 


72% 
62% 
24% 22% 
i il 16% 


BIG COMPANY 


SMALL COMPANY 


12% 
A% 2% 2% 3% 2% 
 —_ —__ 
GOVERNMENT PRIVATE, NON- 
AGENCY PROFIT 


ORGANIZATION 


Source: Customer Care Measurement & Consulting, in collaboration with The Center for Services Leadership in 
the W.P Carey School of Business at Arizona State University. January 2023. 


Broetzmann. “That has a knock-on effect 
of disappointment in other companies.” 

As production, order fulfillment and 
customer interactions have all become 
more automated, there has been a sharp 
bifurcation between complaint resolution 
that can also be automated and those that 
cannot (see sidebar, page 31). 

CCMC conducts surveys for both 
business-to-business and _ business-to- 
consumer companies, and it publishes the 
National Customer Rage Survey every two 
years to “shine a light on the darker side of 
the customer experience. The study exam- 
ines the emotions, motivations, intentions 


and behaviors associated with two distinct 
yet interconnected forms of marketplace 
conflict between companies/organizations 
and their customers [including] customer 
rage and customer uncivility.” 

Even correcting for increased expecta- 
tions, Broetzmann suggested that one key 
factor in the decline, or perceived decline, 
in customer service is “the siloed nature 
of most C-suites. That gets in the way of 
ownership of fixing problems. The worst 
cultures are the companies where there 
is no single advocate for customers at 
the C-suite [level]. There is a movement 
within some companies to put one person 
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CONSUMER COMPLAINT HANDLING IN AMERICA: 
FINAL REPORT 


United States Office of Consumer Affairs 
September 1979 


Selected Findings: 


¢ 32.4% of the national sample experienced one or more 
consumer problems during the year preceding the 


study. 


e Three of the four most prevalent consumer problems 
reported concerned basic deficiencies in the quality 
of products and services purchased. However, a 
majority of the problems reported dealt with 
marketing/business practices. 

¢ 61.9% of the problem households felt that financial 
loss, averaging an estimated $142, was possible if 
their most serious consumer problems were not 


corrected. 


e Extrapolating the study findings to the nation as a 
whole, American households could have lost up to $2 
billion during the year preceding the survey if their 
most serious consumer problems had not been resolved. 

* 69% of the problem households submitted one or more 
complaints in an effort to resolve their most serious 


consumer problems. 


¢ More than 40% of problem households that initiated 
complaint action to resolve their most serious 
consumer problem reported totally unsatisfactory 


results. 


¢ Nearly 70% of the most serious consumer problems 
reported by the national sample were not 


satisfactorily remedied. 


with direct responsibility for the custom- 
ers, but it can still be difficult to break 
through the other silos.” For instance, 
when operations cannot deliver on what 
marketing has promised. 

An example of that is when a flight 
is delayed because of problems with the 
ground operations. Airlines come in for a 
vast amount of criticism, not unjustified, 
but business analysts laud the industry 
for its ability to recognize and reward its 
best customers with special treatment, 
upgrades and other benefits. 


In the case of a substantially delayed 
flight, however, if that causes a top-level 
elite flier to miss a connection or a meet- 
ing when a flight is delayed, then opera- 
tional problems have undercut the work 
marketing has done to reward that loyal 
customer. 

But only to a certain extent, explained 
Ben A. Bentzin, associate professor of 
instruction in the department of market- 
ing at the McCombs School of Business at 
the University of Texas at Austin. He dif- 
ferentiates dissatisfaction from betrayal. 


30 FINANCIAL HISTORY | Summer 2024 | www.MoAF.org 


As an example, he recalls that over the 
past few years, Southwest Airlines—which 
competes as much on cheerful service 
as it does on low fares—has had several 
major systemic problems that canceled 
thousands of flights and left some people 
stranded for days. 

“No doubt some people felt betrayed,” 
said Bentzin, “but in the long run South- 
west does not seem to have suffered any 
lasting damage, probably because most 
people saw the problem for what it was, 
a technical failure, not a fundamental 
betrayal of Herb’s vision.” (Herb Kelleher 
was the iconoclastic founder of Southwest 
Airlines.) 

Digging deeper, Bentzin noted that the 
December 2022 meltdown of the reserva- 
tion system was the result of decisions over 
several years “to forego capital investment 
in IT. That worked until it didn’t.” 

Southwest’s losses for the fourth quar- 
ter of 2022 were estimated at about $800 
million. The airline announced plans to 
spend more than a billion dollars on tech- 
nology and maintenance improvements. 
In December 2023, Southwest was fined 
$140 million by the Department of Trans- 
portation, the largest consumer protection 
penalty to date. 

If the breakdown itself came to be seen 
as a disappointment, was the top-level lack 
of investment in IT a betrayal? The airline 
had two “mass cancellations” in 2021, and 
months before the meltdown its pilots 
went on strike, saying the crew-scheduling 
system was faulty. 

“You can quantify customer satisfaction 
into a dollar value,” said Broetzmann at 
CCMC. “The tools do exist to have visibility 
into the financial consequences of cus- 
tomer experiences. The key for any com- 
pany is the ability to take action to translate 
findings into a business case to allocate 
corporate resources to the best effect.” 

The problem is often structural, 
Broetzmann explained. “Even when they 
have the analytics, some companies lack 
the curiosity to go beyond the face value 
of the numbers. Management can have 
a cognitive bias, even denying empirical 
data. So even when companies have good 
data, they don’t have the process for cor- 
recting bad decision making.” 

Denial is a high-level problem, said 
Broetzmann. “Some companies have 


criminalized bad news. They just don’t 
want to hear it. There is a hot-potato 
culture about problems.” He mentioned 
that a few companies, some long-time 
clients, had stopped commissioning stud- 
ies because the numbers never seemed 
to change. A classic case of shooting the 
messenger. 

While there is no shortage of horror 
stories, Bentzin at UT-McCombs noted 
that the American Customer Satisfaction 
Index has actually fluctuated over time. 
“Tm prepared to reject the hypothesis that 
customer service just keeps getting worse. 
That premise does not match what I have 
taught.” 

He suggested that technology has 
worked both for and against customer 
service. Chatbots and reiterative phone 
trees are common frustrations to be sure, 
but it has also become common that the 
system can call a customer back when a 
live representative is available, rather than 
have the customer wait on hold. “That is 
definitely better service,” said Bentzin. 

One significant factor in customer 
expectations is that business makes deci- 
sions that make sense. So when major 
corporations do things that seem obvi- 
ously wrong, confusion and frustration 
are added to the mix. Early in 2024, 
Hewlett Packard updated the firmware 
in its printers so they would not work 
without branded ink cartridges, and they 
pushed customers to subscribe to an auto- 
matic cartridge-delivery scheme. There 
was widespread outcry over the printers 
being “bricked,” but the Federal Trade 
Commission took no action. 

It is well known that printer manufac- 
turers sell the machines at cost, or at a 
loss, and make their money on the ink. It 
is also well known that many people buy 
off-brand ink. It is understandable that 
HP would want to recapture some of that. 
What angered and mystified people is 
the heavy-handed and retroactive way it 
was done. The business and popular press 
are still full of articles, and a class-action 
lawsuit has been filed (Robinson et al v. 
HP, U.S.D.C. Northern District of Illinois, 
1:24-CV-00164). 

“HP changed the value proposition 
after the fact. How did that happen? Why 
did the people inside HP think that was 
a good idea?” asked Bentzin. “There is a 


Customer Complaint Results 


As production, order fulfillment and customer interactions have all become more 
automated, there has been a sharp bifurcation between complaint resolution that 
can also be automated and those that cannot. 


The Three Things Complainants Are Most Likely to Get: 


- Money back 
- An apology 
- Product repaired/service fixed 


The Three Things Complainants Are Least Likely to Get: 
- An answer in everyday language/more than a scripted response to their problem 


- To be treated with dignity 


+ Just to express their anger/tell their side of the story 


Source: Customer Care Measurement & Consulting, in collaboration with The Center for Services 
Leadership in the W.P. Carey School of Business at Arizona State University. January 2023. 


perception that big companies do exten- 
sive research. But choices are made at 
the C-suite level that might be counter 
to internal recommendations. In cases 
like that, I would suspect that there were 
people saying it was a bad idea.” 

Digging deeper, Bentzin observed that 
“CEOs rarely come out of sales and mar- 
keting; they mostly come out of finance, 
sometimes tech or production or legal, 
but mostly finance. There is also the pro- 
liferation of C-level positions. Chief this 
officer and chief that officer. That divides 
customer responsibility. Someone has to 
take the view across the organization, and 
many CEOs are not qualified to do that. 
Some learn to do it, but don’t value it.” 

David Soberman, chair of strategic 
marketing at the Rotman School of Man- 
agement at the University of Toronto, 
ascribed a large part of the decline of 
customer service to automation and dates 
the current cycle to the end of World War 
IL. He also stressed the mixed blessing of 
more stuff but less interaction. 

Before WWH, almost everything was 
directly interpersonal. “You had to go to 
many different stores to get everything 
you needed—the butcher, the baker, the 
green grocer—but there was always some- 
one to attend you,” said Soberman. “As 
automation became more common and 


more sophisticated, stores got bigger, you 
could buy more in one place, and do it 
more efficiently, but there were fewer 
people. Now there is not even a clerk at 
checkout in some places.” 

That is all very efficient as long as things 
go smoothly. But good luck finding some- 
one to help if you have a question or need 
help. 

“The perception of customer service 
being worse is actually a lack of human 
interaction. Are things actually worse? 
Forty years ago, if you wanted to fly to 
Europe, you had to call a travel agent who 
would then call the airlines and call you 
back to discuss options and then book 
the flights. You’d have to go to the office 
or they would mail you the tickets. If you 
needed to change something, you'd have 
to go through it all again. You interacted 
with people, so you felt like you got good 
customer service. But it took days and it 
was vastly more expensive.” $ 


Gregory DL Morris is an independent 
business journalist, principal of Enter- 
prise & Industry Historic Research and 
an active member of the Museum’s edito- 
rial board. 
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By John K. Brown 


On July 4, 1874, the St. Louis Bridge 
over the Mississippi River opened to great 
fanfare. The first structure anywhere in 
the world to rely on steel, it broke world 
records for the length of its arched spans 
and the depth of its stone piers reaching 
down to bedrock beneath the churning 
river. The bridge gave St. Louis, long the 
leading city of the West, its first direct con- 
nection to the national railway network. 
This restored landmark still serves the 
city. Now known as the Eads Bridge— 
named for its promoter—it cost the equiv- 
alent of $422 million in today’s dollars. 
A steamboat man before the Civil War, 
James Eads designed the bridge and drove 
it to completion through innumerable 
obstacles, although he had no training in 
civil engineering. This was his first bridge. 


The St. Louis Bridge shortly after its completion 
in 1874, with St. Louis, Missouri in the distance. 
Photograph by Robert Benecke from Calvin 
Woodward, A History of the St. Louis Bridge, 
frontispiece (1881) 


WALA. 


His work in promoting the project was 
equally audacious. Bankers Junius and 
Pierpont Morgan leapt into the venture 
with an enthusiasm that contradicted 
their conservative image. After invest- 
ing for their own accounts, the Morgans 
underwrote the bonds of this risky enter- 
prise: an untried design, developed by a 
novice and built with pioneering methods 
and novel materials over a wild river. This 
was not banking for the timid. 


We know a lot about the House of Mor- 
gan, still the reigning world power in 
banking. Junius’s son, Pierpont, domi- 
nated Wall Street in 1900, but the son built 
on his father’s foundation. In 1870, J.S. 
Morgan & Company stood at the center of 
Anglo-American finance. By that time, the 
London-based bank did a worldwide busi- 
ness, with a focus on the United States. 
Junius cultivated his reputation for cau- 
tion, for making American capitalism— 
especially its railroads—safe for British 
investors. 

Investment banking emerged in the 
mid-19th century out of merchant banking 
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and international trade. Barings, Roths- 
childs and Brown Brothers moved with 
some care into financing the new railroads 
of Europe and America. A relative new- 
comer, J.S. Morgan grabbed market share 
by offering riskier issuers. 

Investor capital largely came from Brit- 
ish gentry and industrialists. American 
companies topped their shopping lists, 
thanks to generous returns, cultural affini- 
ties and a faddish appreciation for the 
exotic. Britain’s investing elite understood 
railroads, but American lines were taming 
a vast continent, literally the Wild West. 

Railroad equities had a dubious reputa- 
tion, especially those of new western lines. 
According to one historian, the equities of 
the transcontinental lines were “normally 
distributed as bonuses to bondholders or 
as compensation for services rendered by 
railroad promoters.” Potentially valuable 
someday, such stock was little more than 
a speculative bet. 

While shares carried a speculative 
aroma, bonds of new railroads could be 
portrayed as attractive investments in a 
bright future. They stipulated collaterals, 
trustees and investor protections in the 


LC-BH832-05, Brady-Handy photograph collection, Library of Congress 


James Eads. Photograph by Matthew Brady. 


event of default. But they were not risk 
free. To entice investors, the coupons 
paid upwards of 7%, against the 3% which 
the Bank of England—the Old Lady of 
Threadneedle Street—paid on British sov- 
ereign debt. 

So Junius Morgan offered higher yields 
on riskier ventures than did other bankers. 
According to one competitor, he demon- 
strated “an undoubtedly speculative turn.” 


Raising the Money 


Unlike iconic government-sponsored struc- 
tures of the 20th century—Golden Gate, 
George Washington, Tappan Zee—most 
igth-century American bridges were built 
by companies that charged tolls and sought 
profits. In the Gilded Age worldview, pri- 
vate enterprise should fulfill public needs. 

With his groundbreaking design in 
hand, Eads turned his questing mind to 
finance. In January 1869, he circulated a 
bridge company prospectus that dangled 
a 400% return in just three years if all 
worked according to plan. (It didn’t.) 

The prospectus did entice 54 bankers 
and merchants from New York and St. 
Louis—and one from London—to sub- 
scribe for the bridge company’s com- 
mon stock. Junius Morgan subscribed 
for $25,000, while Pierpont committed 
to shares worth $100,000 (par value). 
Overlooked by Morgan biographers, these 
investments illustrate their penchant for 
risk. After all, this was speculative com- 
mon stock, the venture sought to build 
a bridge not a railroad, construction had 


Junius Morgan. Photograph by Disderi & Company. 


scarcely begun and Eads was a novice in 
civil engineering. 

A year earlier, Eads had budgeted the 
bridge at $4.8 million, based on detailed 
calculations by his engineers. His new 
prospectus aimed to raise $10 million. 
Half the total would build the bridge; the 
rest could reward the investors. Drafted by 
Eads, the first line claimed, “It is assumed 
and believed that the tolls on the Bridge 
will safely pay interest on ten million.” 
From that vision, the plan proposed to 
issue $4 million in common stock, $4 mil- 
lion in first mortgage bonds and $2 mil- 
lion in second mortgage bonds. 

Stock was the mainspring driving the 
whole scheme. Subscribers would commit 
to $3 million in shares (face value). This left 
a quarter of the equities unissued, but avail- 
able in the company treasury. For the shares 
the company did issue, the prospectus fore- 
cast that investors would pay only 40% 
of face value. That cash total, $1.2 million, 
would fund the stone piers and abutments. 

After stonework stood tall in the river, 
Eads believed he could entice an investment 
banker to float $4 million in first mort- 
gage bonds. Assuming the bridge company 
received proceeds of 90% of par, the resul- 
tant $3.6 million would pay to erect the steel 
and iron superstructure. Then the St. Louis 
Bridge would open for business and rev- 
enues would flood its coffers—chiefly tolls 
paid by railroads crossing the Mississippi. 

The prospectus envisioned that St. Louis 
Bridge would then reward investors with 
the bounty of unissued securities remain- 
ing in its treasury. An investor who had 
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subscribed for $100,000 in stock would 
have paid only $40,000. At the bridge’s 
completion, he could possess stocks and 
bonds worth $200,000, once given his due 
in unissued shares and second mortgage 
bonds. Eads planned the grand opening 
for December 1871, suggesting a 400% 
return on investment in short order. 

These numbers caught the attention of 
sophisticated bankers and investors, and 
Eads got the money. It is also interesting 
to note the Morgans were trading on their 
own accounts. In committing their own 
funds to common stock and then under- 
writing bridge bonds, they were embrac- 
ing risk. Then and now, any venture dan- 
gling a quick 400% return epitomizes risk. 

An asset of enormous latent value bol- 
stered investors’ confidence. The bridge 
company held a 25-year monopoly, granted 
by the Illinois legislature, that blocked any 
competing bridge into St. Louis. This statu- 
tory gift ensured monopoly rents at the 
main entrance to a thriving metropolis. 
Here was private-sector capitalism with a 
turbocharged boost from the state—if Eads 
could actually build his bridge. 


From Stock to Bonds 


As Eads predicted, the $1.2 million in 
equity capital proved sufficient to build 
the stone abutments on each shore and 
two massive stone piers in the Missis- 
sippi. That unprecedented work preoc- 
cupied engineers and laboring men for 20 
months. But success came with costs, as 13 
sandhogs died from decompression sick- 
ness, struck down after working in cais- 
sons deep beneath the river. The overall 
schedule slipped by a year. 

With the stonework successfully com- 
pleted, the company needed to raise $3.6 
million by selling first mortgage bonds to 
erect the superstructure. Bankers in Phila- 
delphia, New York, London and Germany 
all declined the novelty and risk that Eads 
was selling. 

At this juncture, the powerful vice pres- 
ident of the Pennsylvania Railroad (PRR), 
Thomas Alexander Scott—stepped in. He 
was a stockholder and board member of 
Eads’s company. In March 1870, he dis- 
patched his right hand, Andrew Carnegie, 
to London as an emissary to J.S. Morgan 
& Company. Morgan wanted direct assur- 
ances before staking his reputation and his 
investors’ money on such a venture. 

As its shareholders for more a year, the 
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Morgans knew a lot about St. Louis Bridge. 
Junius wrote to Pierpont on March 24, 
“There can, we think, be but little doubt 
that it will be a financial success.” Even so, 
he worried the bridge was “liable to great 
risks which cannot be provided for.” 
Weighing the unknowns, Morgan ini- 
tially thought to underwrite only $1 million 
of the first mortgage bonds, demanding a 
stiff discount: just 70% of face value. His 
bank might earn a fat mark-up when selling 


The first page of James Eads's prospectus, February 1869. 


the bonds to investors. Or his wealthy Brit- 
ish clients might spurn the offering, leaving 
Morgan stuck with unsold securities. Back 
in St. Louis, the bridge company achieved 
milestones in contracts with railroads and 
in building the stone piers—good tidings 
dispatched by telegram across the Atlantic. 

By March 31, Junius agreed to take all 
the first mortgage bonds in three tranches. 
A $1 million tranche would net 70; a sec- 
ond tranche of $1.5 million paid 72, both in 
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gold. The final $1.5 million tranche would 
yield 90 in US currency. Junius Morgan 
went all-in on St. Louis Bridge. 

Initially, he profited handsomely from 
the deal. In early April 1870, British inves- 
tors paid an average of 90 for the two 
tranches (face value of $2.5 million), yield- 
ing gross profits of $470,000 for the bank. 
The bonds did well thereafter, trading at 
99 in April 1872. 


1, Missouri Historical Society 
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Thomas Alexander Scott. Engraving from a 
photograph by F. Gutekunst, author's collection. 


Trouble Ahead 


The glow soon faded from the St. Louis 
Bridge Company and its securities. Far 
from opening in December 1871, the first 
trains crossed in May 1874. Maddening 
obstacles slowed the work: a tornado, 
Eads’s perfectionism, difficulties in pro- 
curing quality steel and problems fab- 
ricating the components. Those issues 
triggered bitter conflicts with the prime 
contractor responsible for erecting the 
superstructure: the Keystone Bridge Com- 
pany, covertly controlled by Tom Scott. 

The delays demolished the promises 
of Eads’s 1869 prospectus. As problems 
metastasized, shareholders were dunned 
for 100% of their stock subscriptions, not 
the 40% originally envisioned. Even that 
proved insufficient. In September 1873, 
Eads was in London seeking fresh capital 
from banker Morgan. He came through, 
making cash loans of £90,000 a month 
for three months, adding $1.5 million in 
exposure for the bank. 

The new money came with strict dead- 
lines for completing the arches, targets 
met with just hours to spare. Once the 
arches were up, Morgan believed (cor- 
rectly) that he could make a market for a 
$2 million issue of the bridge company’s 
second mortgage bonds. Those proceeds 
would pay off his cash loans. Eads’s 1869 
prospectus had promised the seconds as 
gifts to stockholders. By 1873, they became 
a lifeline to complete the bridge. 

Through it all, Morgan proved a stal- 
wart backer of his far-off bridge. Not that 
he had much choice; no other financier 


With the bridge's steel superstructure much delayed, many St. Louisans chose to walk across the frozen 
Mississippi in December 1872. Engraving by E.A. Abbey, “Ice Bridge,’ Harper's Weekly, January 18, 1873, 52. 


would go near it. If he shut off the cash, 
the half-built structure would fetch little 
in a foreclosure sale. 

Then the Panic of 1873 wounded the 
entire American economy. By November 
1873, 55 railroads had defaulted on their 
bonds. As the economy slowed, unemploy- 
ment among urban workers reached 25%. 

Against this dismal backdrop, the St. 
Louis Bridge opened for business in July 
1874—and Eads left for a greener pasture. 
His latest bold engineering project sought 
to improve navigation through the Missis- 
sippi River Delta. 

At that moment, Scott switched from 
ally to enemy. After becoming president 
of the Pennsylvania Railroad in May 1874, 
he engineered a boycott of the bridge by 
the eastern carriers reaching St. Louis. His 
motive is unknown, but inference suggests 
one compelling answer. If driven into 
foreclosure, the bridge could become PRR 
property at a bargain price. Scott, how- 
ever, had not reckoned on the Morgans. 

In 1869, Eads predicted the bridge 
would cost $4 million. The actual figure 
totaled $12.5 million. The approaches to 
the structure (including a cross-town tun- 
nel) added $1.5 million. It all translates to 
$422 million in today’s currency—with 
two-thirds underwritten or lent directly 
by J.S. Morgan & Company. 

Eads built it. Morgan paid for it. And 
British investors bought it. But few 


customers used it. In the first year, a daily 
average of just 64 loaded freight cars and 
no passenger trains crossed the bridge. 

Scott’s boycott succeeded, thanks to 
a self-interested ally. The Wiggins Ferry 
Company had long enjoyed a monopoly 
(also granted by Illinois legislators) on 
freight and passenger traffic crossing the 
Mississippi on its boats and barges. Wig- 
gins, eastern railroads and St. Louis mer- 
chants simply continued the arrangements 
that had worked adequately for years. 

James Eads moved on, but Junius Mor- 
gan had to stick with the bridge. His 
British investors would spurn his new 
offerings if this one failed to pay. To retain 
their faith in the bank and the bridge, J.S. 
Morgan & Company made cash loans 
to cover the interest due its bondhold- 
ers—over $280,000 a year. In December 
1874, with the US economy collapsing, the 
bonds of the St. Louis Bridge traded on 
the London Stock Exchange at par—testa- 
ment to the banker’s reputation. 

By then, he had investigated matters per- 
sonally. During his September 1874 visit to 
America, the St. Louis Bridge took a wor- 
rying primacy. Letters to his partners con- 
veyed bad news: “There does not seem to be 
anyone in the business with brains enough 
to organize some plans” to manage the 
financial obligations while developing the 
rail business. “I am thoroughly despondent.” 

A month later, he saw the great 
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The center and eastern arches just before the engineers succeeded in the difficult challenge of fitting the final sections into place. That climactic moment 
happened at 7:40 am on December 18, 1873—the date of Junius Morgan's deadline. Photograph by Robert Benecke, in Woodward, History, plate 44. 


bridge—arguably his bridge. And his news 
turned worse: “The competition with [the] 
ferry co. is severe [and the railroads] are 
taking advantage of it to force lower terms 
from the bridge. Scott was there with 
me, and I tried hard to get him to order 
his trains over.” All hung on the PRR’s 
president. Scott did not come through. A 
February 1875 telegram from the Morgan 
bank in New York to its London affiliate 
conveyed the grim truth: “Satisfied fore- 
closure inevitable.” 


Turnaround 


After foreclosure, the bond trustees took 
over management of the bridge, and 
Junius Morgan persuaded the president 
of the Illinois Central Railroad to chair its 
board of directors. Finally, an experienced 
railroad man took charge. Morgan also 
financed new freight and passenger facili- 
ties in downtown St. Louis. By June 1875, 
he had invested an additional $250,000 
($7.2 million in 2024) to create a dedicated 
railroad to haul freight and passenger 
trains over the bridge. Soon 200 passenger 
cars were crossing daily. 

The price war between St. Louis Bridge 
and Wiggins Ferry lasted two years. On 


April 23, 1877, the companies signed a 
price-fixing agreement and immediately 
raised their rates, charging the same tolls 
for passengers and each class of freight. In 
1877, such collusion was not illegal. 

“Morganization” came to describe how 
Pierpont Morgan guided his debtor rail- 
road clients to negotiate pools or merg- 
ers, ending rate wars to assure steady 
returns to capital. He offered no apology 
for imposing oligopoly or monopoly on 
the commerce of St. Louis or America’s 
railroads. He sought profitable stability, 
which he claimed would benefit laboring 
men, managers and investors. 

The price-fixing succeeded. For four 
years, the St. Louis Bridge operated in 
foreclosure under the oversight of the 
Morgan banks. Once the pooling/price- 
fixing agreement brought profits, the 
bankers crafted a plan to restructure the 
debts and reorganize the bridge company. 

Approved by the court in March 1879, 
the new capital structure made no pro- 
vision for the old stockholders. Those 
experienced investors, enticed by Eads’s 
prospectus a decade earlier, forfeited the 
entire $3 million par value of their shares. 
Junius and Pierpont lost $125,000 on their 
equity stakes. 
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By 1881, however, the reorganized 
St. Louis Bridge and Tunnel Railroad, 
enjoyed the prosperity that Morgan had 
envisioned. A million rail passengers 
crossed that year. Each day, nearly 400 
freight cars trundled back and forth (up 
from 64 in 1875). Gross earnings exceeded 
$1.1 million and net profits serviced the 
company’s securities. 

This prosperity attracted Jay Gould, 
who negotiated a lease for the entire prop- 
erty. The bridge would cinch his 10,000- 
mile rail system, running from Lake Erie 
to Mexico. Junius Morgan’s prosperous 
assessment proved accurate in the long 
run. 

The bridge powered vibrant growth 
for St. Louis, which grew from 6th to 4th 
among US cities (1880-1900). But the cost 
overruns, bond interest and monopoly 
pricing were ultimately paid by the pas- 
sengers, shippers and citizens of St. Louis. 

Thanks to the Illinois legislature, St. 
Louis Bridge garnered monopoly profits 
until 1892. Widespread in the Gilded Age, 
such chartered monopolies served a legiti- 
mate purpose, encouraging investors to 
fund these costly projects. But 25 years was 
a long time to derive monopoly rents from 
America’s fourth-largest city. 


PARDO 


Saint Theodore prepares to slay a dragon. This brilliant cartoon combined the corporate components that made up the Terminal Railroad's monopoly 
grip on freight and passengers crossing the Mississippi to and from St. Louis. Cartoon by Harry B. Martin, St. Louis Post-Dispatch, October 8, 1905, 29. 


After the statutory monopoly ended, 
Pierpont Morgan financed its replace- 
ment. In 1902, he floated a $50 million 
bond issue ($1.86 billion in 2024) to buy 
Wiggins outright, enlarge St. Louis Union 
Station (already the world’s largest) and 
build new yards and belt routes for freight 
traffic in the area. 

Morgan had earlier financed the cre- 
ation of the Terminal Railroad Associa- 
tion (TRRA). It ran the bridge and nearly 
all services crossing the Mississippi. The 
1902 prospectus bragged that the TRRA 
“controls practically the only available 
entrance to St. Louis.” For Pierpont Mor- 
gan, consolidation and its profits were 
self-evidently good. 

For President Theodore Roosevelt, how- 
ever, the TRRA was a grasping monopoly 
bent on extracting wealth, not creating 


it. After four antitrust cases (1904-1912), 
the US Supreme Court split the baby, 
preserving the company while placing it 
under federal oversight. 

The Gilded Age had never actually 
known laissez faire in practice. That bit of 
French masked the truth: capitalists of the 
era reliably leveraged state power to their 
own benefit. And sometimes to the benefit 
of the public. In the Progressive Era that 
followed, Americans demanded a com- 
promise between private profit and public 
good—a tension that continues today. 

The St. Louis Bridge provides a fine 
window into the Gilded Age. Why did 
the Morgans decide to sell a bridge? Their 
motives reached beyond profit to a pre- 
scient grasp of risk and reward, a deep 
understanding of the British investor 
class, faith in progress through innovation 


and confidence in the boundless future of 
the United States. For a half-century, the 
Morgan banks guided the fortunes of the 
Eads Bridge, wielding their unique brand 
of finance capitalism and demonstrating 
how to create enduring value. $ 


For 25 years, John K. (Jack) Brown taught 
history, applied ethics and writing in the 
Department of Science, Technology, and 
Society at the University of Virginia. This 
article draws from his new book, Span- 
ning the Gilded Age: James Eads and the 
Great Steel Bridge. Among many topics, 
it offers fresh perspectives on the Mor- 
gans, Andrew Carnegie and finance in the 
Gilded Age, that epochal turning point that 
made America modern. More information 
can be found at www.greatsteelbridge.com. 
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TRANSLATING HIGH-ART SOURCES INTO AN AMERICAN IDIOM 


Freeman Rawdon’s Venus of 1834: A Goddess or a Strumpet? 


By William L. Pressly 


IN 1834, just two years after the creation of 
the American security engraving and print- 
ing firm Rawdon, Wright, Hatch & Co., 
partners Freeman Rawdon and George W. 
Hatch each produced an elaborate vignette 
of a nude classical goddess to help their 
business stand out from their rivals in 
terms not only of the quality of their work, 
but also in terms of their familiarity with 
the erudite subjects of high art. Rawdon 
produced an image of the classical god- 
dess Venus (Figure 1) and Hatch executed 
a design featuring Hebe (Figure 2). As a 
mark of the importance of these images, 
each engraver signed his work: “ENGD. 
BY FREEMAN RAWDON’” and “Engd by 
GEO. W. HATCH. 1834.” 

Rawdon would have also completed his 
undated design by 1834, as the earliest known 


FIGURE 1: $20 note issued by the Ocmulgee 
Bank in Macon, GA, dated February 6, 1840. 


dated note with this vignette is inscribed in 
ink “Oct 1st 1834” (the “18” is printed). 
Hatch’s image of Hebe on the $3 note of 
Tecumseh, Michigan, is so imposing that 
the counter containing the “3” beneath it 
had to be rotated to face eae to 
better accommodate the large size of the 
vignette (the counter in the opposite cor- 
ner was rotated to face upward in order to 
allow more room for the equally imposing 
vignette of Tecumseh, a chief of the Shaw- 
nee tribe). Rawdon’s Venus steps from 
the ocean onto the shore, whereas Hatch’s 
design strikes an overtly patriotic cord. 

The two vignettes are paired on at 
least two bank notes—the $50 bill for the 
Miners Bank of Dubuque, Wisconsin, of 
1837-1838, and the $100 bill of the Chat- 
tahoochee Railroad & Banking Company 
of Georgia, ca. 1838-1840. 

In Hatch’s vignette, Hebe, the goddess 
of youth and beauty and cupbearer to 
the gods, offers nectar to the American 
eagle, one sip of which confers immortal- 
ity, thereby bestowing eternal life on the 
new nation. The eagle grasps its protec- 
tive national shield in one talon and in 
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the other an olive branch, combined with 
arrows symbolizing peace and war. Behind 
the two protagonists, stars—representing 
the individual states—dot the firmament. 
The casting of Hebe and the eagle in 
patriotic terms had begun much earlier, in 
1796, with Edward Savage’s print Liberty, 
in the Form of the Goddess of Youth, Giv- 
ing Support to the Bald Eagle (Figure 3). 
Savage’s concept is based on English full- 
length allegorical portraits by artists such 
as Sir Joshua Reynolds, George Romney, 
William Hamilton and John Hoppner— 
paintings that flatter their aristocratic sit- 
ters by associating them with the goddess 
of youth. Savage, however, converts soci- 
ety portraiture into a political statement, 
where the eagle represents America and 
where Hebe, shown trampling on emblems 
of British royalty, represents American 
Liberty. Hatch’s politicized interpretation 
follows Savage's lead, but his compacted 
composition with its close familiarity 
between Hebe and the large eagle provides 
a more satisfying arrangement. 

An earlier vignette attributed to Asher 
B. Durand, who was Hatch’s teacher, is the 


National Numismatic Collection, National Museum of American History, Washington, DC 
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FIGURE 2: $3 note from the Tecumseh Bank in Tecumseh, MI, circa 1838 (remainder). 


first to introduce the subject of Hebe and 
the eagle into bank note engraving. In this 
rendering (Figure 4), Hebe is seated on a 
rough stone atop the globe itself, the curve 
of which can be seen at the left. As in Sav- 
age’s depiction, this bare-breasted goddess 
in classical profile also represents American 
Liberty, as she holds a staff supporting 
a liberty cap. Durand’s choice of subject 
became a popular conceit. Indeed, at least 
nine other designs in addition to Hatch’s 
depict this same subject. Of all these depic- 
tions of Hebe, however, Hatch’s is the only 
one to dispense entirely with drapery. By 
depicting Hebe nude, he creates a timeless 
image of America fit for the ages. 
Rawdon’s and Hatch’s use of cultured 
narratives conveyed by the classical nude 
of academic art was intended to dem- 
onstrate their firm’s sophistication, and 
their use of complex and elaborate details 
showed the high quality of the firm’s 
technical expertise. It is only in the last 
few years, however, that the world of 
numismatics has recognized that the 
basis of Rawdon’s image is not original 
to the artist. Like many 19th-century bank 


note engravers, he borrowed it from else- 
where—in this case, from the 18th-century 
Irish artist James Barry. In the process, 
however, Rawdon creatively transformed 
a European model into a uniquely Ameri- 
can iconography. 

In 1772, Barry exhibited at the Royal 
Academy in London his canvas Venus Ris- 
ing from the Sea, which is illustrated here 
by Valentine Green’s mezzotint after it 
(Figure 5). Barry was attempting to recre- 
ate his version of a famous painting from 
antiquity by the celebrated Greek artist 
Apelles, a work that was known only from 
the accounts written by classical authors. 
Apelles’s composition, referred to as the 
Venus Anadyomene, showed the goddess 
wringing out her luxuriant, wet hair as 
she emerged from the ocean, having just 
been born from the seed of a castrated 
Uranus, which had fallen into the sea’s 
foam. Large aquatic creatures accompany 
the goddess, and plants spring up where 
her foot first touches the shore. To the left 
in the V-shaped clouds, a pair of doves 
bill and coo in celebration of love and 
fertility, while on the opposite side sits a 


mischievous Cupid, who has just released 
an arrow that has found its mark in the 
heart of whomever views the captivating 
goddess. 

The artist intended his work as an ide- 
alized rendering of beauty that, lifting 
the viewer into the heroic realm of pla- 
tonic forms, would offer a high-minded 
depiction of the exalted female form. Yet 
there was always an uneasy relationship 
between what, on one hand, is the depic- 
tion of an idealized nude and, on the other 
hand, can be experienced more simply 
as the depiction of a naked woman. It 
did not help that the genesis of Apelles’s 
original painting was said to have been the 
immodest actions of a celebrated courte- 
san: “Phryne went to bathe at the Eleusin- 
ian games [held near Athens], exposed 
to the eyes of all Greece, and rising from 
the water became the model of Venus 
Anadyomene.” The name Venus itself was 
often applied to prostitutes, the line sepa- 
rating sacred love from profane love being 
all too thin. 

In a letter dated May 28, 1772, the 
painter Thomas Gainsborough wittily 
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FIGURE 3: Stipple engraving by Edward Savage, titled Liberty, in the Form of the Goddess of Youth, Giving Support to the Bald Eagle, 1796. 
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FIGURE 4: $3 note from the Bank of Augusta in Augusta, GA, circa mid-1820s (remainder). 


compared a prostitute he had encoun- 
tered on the streets of London to Barry’s 
picture, which was then on display at the 
Royal Academy. Gainsborough cheekily 
lamented that on his visit to London from 
Bath he had almost no time for pleasure 
“except only a little Venus rising from 
the Sea in my way to my Lodgings, the 
same that is puffd off at our Exhibition I 
believe for her hair was d—md red.” For 
him, comparing Barry’s academic nude 
to a red-haired prostitute was fair game. 
Although the Irish artist had intended 
only an image of heroic beauty befitting 
a goddess, some viewers, then and now, 
were inclined to experience a more carnal 
reaction, demonstrating that, even within 
the walls of high art, female nudity could 
be problematic. 

If nudity in paintings could provoke 
comment in London, a sophisticated Euro- 
pean capital, then it was an even more 
fraught problem in America, where Barry’s 
image arrived primarily through the agency 
of two prints. The first was the impres- 
sive mezzotint by Valentine Green, dated 
November 16, 1772 (Figure 5); the sec- 
ond was a smaller, less-ambitious stipple 
engraving by G.S. and I.G. Facius, dated 
July 1, 1778, which adapted the rectangu- 
lar image to an oval format. Presumably, 
Green’s image helped inspire an important 


early American painting, Raphaelle Peale’s 
Venus Rising from the Sea—A Deception, 
circa 1822 (Figure 6). This Philadelphia 
artist painted a linen cloth as if it was 
draped over a canvas on which was painted 
Barry's Venus, with only a foot and flowers 
glimpsed below and the raised arm with the 
flowing locks of hair above. 

Peale’s conception is exceedingly com- 
plex with a range of both private and pub- 
lic meanings—speculation ranges from 
“a dream image, a joke, a scathing social 
critique, a psychological puzzle and even a 
painted suicide note.” The level that most 
concerns us is his biting humor alluding to 
America’s uneasiness with the display of 
the nude, even in terms of high art. Peale, 
who pointedly placed his signature on the 
cloth, is forced to cover his recreation of 
Barry’s Venus. But the “modest” covering 
makes the goddess even more salacious, as 
the viewer’s imagination is called on to fill 
in the blanks. After Peale’s early death in 
1825, the painting remained in his family’s 
hands in Philadelphia. Rawdon may well 
have seen or known of Peale’s work. Like 
Peale, he saw Barry’s design as a point of 
departure for his own ideas and purposes, 
with both men displaying a daring origi- 
nality in their interpretations. 

Despite Peale’s witty reluctance to show 
Venus whole, Rawdon boldly and literally 


placed Barry’s nude in circulation. In con- 
trast to Peale, his primary audience was 
neither his family nor the art-loving pub- 
lic, but those white males engaged in the 
new nation’s commercial activities. Unin- 
terested in creating a precise copy, he took 
ample liberties in transferring the design. 
In the lower right in the distance behind 
the tail of the seahorse, Rawdon sketched 
Neptune being pulled along while stand- 
ing in his shell chariot. Behind and to the 
right of Neptune is the mast of a ship. 
Thus, the meaning of this Venus becomes 
clear—she is a captivating example of nav- 
igation and commerce on the high seas. 
To drive home his point, Rawdon trans- 
formed the figure of Cupid, giving him 
attributes belonging to Mercury. Instead 
of a bow in his left hand, Mercury holds 
his caduceus, while in his right hand, he 
daringly holds a bag of money; in addi- 
tion, Cupid’s wings have been converted 
into swirling drapery. 

In majesty and splendor, Venus rules the 
waves on which seafaring commerce plies 
its trade. An alternative title for Venus Ris- 
ing from the Sea and Venus Anadyomene 
is the Birth of Venus, since she sprang 
up from the waves fully formed. Thus, 
Rawdon’s image is not about all seafaring 
countries but only its newest member, the 
fledgling republic, which is taking its place 
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FIGURE 5: Valentine Green after James Barry, Venus Rising from the Sea, mezzotint, 1772. 
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The Nelson-Atkins Museum of Art, Kansas City, Missouri. 


Purchase: William Rockhill Nelson Trust, 34-147. Photo: Jamison Miller. 


FIGURE 6: Raphaelle Peale, Venus Rising from the 
Sea—A Deception, oil on canvas, circa 1822. 


among the maritime nations. The firm’s 
New Orleans branch, under the enter- 
prising supervision of Tracy R. Edson, 
employed the design for yet another, even 
younger nation, placing it on the $50 
bill for the Republic of Texas (Figure 7). 
Here, the vignette complements another 
image of commerce on the high seas—one 
a mythological allegory and the other a 
depiction of ships, each mode of repre- 
sentation reinforcing the subject matter 
of the other. 

In another change, Rawdon replaced 
the doves at the upper left with a woman 
driving a chariot with a star above her 
head. This allegorical figure represents 
the Morning Star, another name for the 
planet Venus when it appears just before 
sunrise heralding the coming of the dawn. 
With this detail, the engraver again makes 
explicit that this is the dawning of a new 
era, and as such, it is meant to glorify 
the commercial beginnings of the newly 
created United States (or later, being 
employed to fit Texas’s circumstances). 
In its own way, Rawdon’s vignette, albeit 
more subtly and with a more universal 
application, is as patriotic as Hatch’s. But 
while Hatch’s allegory can be more easily 
comprehended, Rawdon demands that 
his viewer take the time to “read” and 
contemplate his meaning. By signing his 


FIGURE 7: $50 note of the Republic of Texas, dated January 10, 1840. 
Written dates on these bills can range from 1839 to 1841. 


name, he boldly claims the image as his 
own—an image that, in a creative and fas- 
cinating dialogue with the original, trans- 
forms its meaning. 

Although Rawdon’s image, in which 
beauty is placed in the service of eco- 
nomic growth, heralds the dawning of a 
new, exalted age born from the benefits 
of maritime trade, his adaptation brought 
with it a new set of problems. By plac- 
ing his goddess squarely within the com- 
mercial realm, he allows her to conform 
more closely to American values. But by 
introducing this more profane purpose, he 
jeopardizes Venus’s status as an allegory 
of sacred love. His image comes perilously 
close to suggesting that love is for sale. 

Rawdon mischievously hints that 
because filthy lucre makes financial trans- 
actions possible, there is a sordid side to 
the business of business. Paper money 
itself is inherently suspect. While contrib- 
uting to the growth of wealth, it simulta- 
neously devalues everything by putting a 
price on it. The bank note on which the 
image is printed performs both func- 
tions—it is a work that embodies enno- 
bling ideals, while it is also a medium of 
exchange in a world of greedy acquisition. 
The vignette expresses the grandeur of 
the concept of a burgeoning commercial 
empire along with its less-than-ennobling 
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underpinnings. In this design, Venus as 
a goddess and Venus as a prostitute are 
increasingly more difficult to distinguish. 
The figure is both a goddess and a strum- 
pet, appealing simultaneously to one’s 
exalted principles and baser instincts. 

Rawdon’s adaptation of Barry’s design 
was thoughtful and diabolically clever. 
His Venus can inspire both love and lust. 
Those who handled his notes would cer- 
tainly have responded to both Venuses, 
the goddess and the strumpet. In this way, 
he has required his Venus to negotiate 
some slippery footing. Presumably, he 
relished the precarious nature of her situ- 
ation, one that mirrored his own, with one 
foot planted in the realm of high art and 
the other in low art. $ 


William L. Pressly taught at Yale Uni- 
versity, Duke University and the Uni- 
versity of Maryland, where he served as 
chair of the Department of Art History 
and Archaeology. He is the author of 
America’s Paper Money: A Canvas for 
an Emerging Nation (Smithsonian Insti- 
tution Scholarly Press, December 2023), 
from which this article has been adapted. 
The book can be downloaded for free at 
doi.org/10.5479/si.24871410. 
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In TAMING THE Octopus, Kyle Edward 
Williams becomes the latest author to 
explore our 160-year fascination with the 
“large, publicly traded corporation.” He 
does so through an informative narrative 
about the “Long Battle” for that entity’s 
“Soul.” The book is really about the his- 
tory of the perennial conflict between two 
ideas. One asserts that a corporation’s 
only objective is to generate profits for 
its owners. Another contends that since a 
corporation only exists thanks to a charter 
from a state government, it should also 
display a sense of social responsibility. 
One part of the historic problem of con- 
trolling corporate behavior has involved 
the limited authority of the federal gov- 
ernment to force a corporation’s owners 
and/or managers to “subserve the public 
good.” Williams tells how as far back as 


1907 President Theodore Roosevelt and 
his congressional allies failed in the first of 
what would prove to be many attempts to 
pass legislation calling for federal registra- 
tion of corporations. They believed that 
giving the government the power to grant 
corporate charters would make their man- 
agers “well-paid public servants rather 
than old-style capitalists.” His successors 
did pass legislation empowering admin- 
istrative agencies to regulate Interstate 
Commerce and Food and Drugs, as well as 
Securities and Exchanges. But reformers 
remained skeptical of counting on laissez- 
faire principles to rein in irresponsible 
corporate behavior. 

During the 1930s, President Franklin 
D. Roosevelt’s New Deal actions imposed 
new standards of financial accountability 
on corporations. Yet, the President and 
his congressional allies failed yet again to 
supplement or replace the assortment of 
state incorporation laws with one federal 
chartering act. They did succeed, albeit 
unintentionally, in establishing the idea 
that corporations were the property of 
shareholders, not the government or the 
public. But it would take several decades 
before the concept of measuring “share- 
holder value” took on a life of its own, a 
topic the author addresses in some detail. 

Large corporations performed magnifi- 
cently during World War II. But in the 
post-war years, Williams acknowledges the 
continued existence of “blistering anxiet- 
ies” about those industrial giants and their 
professional managers. He particularly 
notes both the celebration in 1955 of the 
first “Fortune 500” and the ongoing con- 
cerns about the very nature of “bigness” 
and the economic power of concentration. 
Across several chapters, he tells the color- 
ful stories of shareholder groups, politi- 
cians, annual meeting gadflies, corporate 
raiders and other activists and reformers 
who sought over time to force corporate 
managers to act more responsibly. 

Their complaints ranged from “corpo- 
rate apartheid” in hiring, to profiteering 
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from making war materials and unsafe 
cars, to the ultra-aggressive marketing of 
baby formula. Several passages feature 
descriptions of not only various actors’ 
and groups’ specific actions, but also the 
circumstances and tenor of the times dur- 
ing which they pursued their objectives. 
Williams peppers this set of narratives 
with annotations from books, articles, 
presentations, studies and even films 
documenting the ways large corporations 
were acting in irresponsible ways. 

Unlike other volumes discussing the 
controversy over corporate power and cor- 
porate social responsibility, this one also 
includes the stories of such cheerleaders 
of capitalism as Milton Fredman and the 
lesser-known Henry Manne. In books and 
presentations, both men insisted that the 
pursuit of corporate profitability should 
always eclipse the desire to exhibit a keen 
sense of corporate social responsibility. In 
another unusual element of this story, Wil- 
liams tells the stories of many corporations 
that have seemed to agree with the need 
to show some corporate responsibility. 
But he also intimates that over time, most 
of their managers’ actions suggested they 
were merely paying lip service to that idea. 
His discussion in the last chapter about the 
current use of environmental, social and 
governance (ESG) considerations when 
investing is particularly illuminating. 

In the final analysis, Williams admits 
that he did not find the “soul” he had been 
seeking, and that maybe the corporate 
octopus is “incapable of being tamed.” 
Those admissions do not detract from 
his worthwhile effort to explore a con- 
troversial topic that is likely to remain 
the subject of much more ink during this 
reviewer's lifetime. $ 


Michael A. Martorelli is a Director Emer- 
itus at Fairmount Partners in Radnor, 
Pennsylvania, and a frequent contribu- 
tor to Financial History. He received his 
MA in History from American Military 
University. 


9. 


. What robber baron was dubbed 


“The Mephistopheles of Wall Street”? 


. What military branch established the 


first funded pension plan in 1800? 


. What infrastructure project, funded 


largely by Junius Morgan, was the first 
structure anywhere in the world to 
rely on steel? 


. What early 18th-century woman's 


travel diary includes detailed notes 
on the nature and use of money 
in Colonial New England? 


. What Boston businessman was 


elected president of the Continental 
Congress in 1775? 


. What was the original name of the 


credit card known today as Visa? 


What value investor was known as the 
“architect” of Berkshire Hathaway? 


What is the world’s largest Al company, 
by market capitalization, as of March 
25, 2024? 


Which country has recently overtaken 
the United Kingdom to become the 
fifth-largest economy in the world? 


10. What country defaulted on 


$100 billion in bonds in 2001? 
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